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What is Grace? 


Founded 127 years ago, W.R. Grace & Co, today is an inter 
national company with world 
ral resources le&ted corisumer services. The Compary 
operates 260 
Grace is the world’s leading specialty chemical concern, 
manufacturing more than 85 major specialty chemical product 


lines and, with the addition of its agricultural chemical business, 


is the nation’s fifth largest chemical company. 

The Company’s natural resource interests include the opera- 
tion of contract drilling rigs; the provision of energy services, 
rental tools and equipment for the petroleum industry; the 


Directors 


Robert H. Anderson, Executive Vice President 


George W. Blackwood, Consultant to WR. Grace & Co. 
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The Atlantic Companies, insurance 
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Lehman Brothers Kuhn Loeb Incorporated, investment bankers 
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Friedrich Flick KG, diversified industrial organization 
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Stone & Webster, Incorporated, engineering, design, construction and 
management consulting services 


4 George P. Gardner, Jr., Managing Director, 
Blyth Eastman Paine Webber Incorporated, investment bankers 


1;2:4 Klaus Goette, General Partner, 
Friedrich Flick KG, diversified industrial organization 


J. Peter Grace, Chairman and Chief Executive Officer 
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2;3 Paul F. Hellmuth, Professional Trustee and Retired Managing Partner, 
Hale and Dorr, attorneys 


Edward L. Hutton, President and Chief Executive Officer, 
Chemed Corporation 


George P. Jenkins, Consultant to WR. Grace & Co. and 
Retired Chairman of the Board and Chief Financial Officer, 
Metropolitan Life Insurance Company 


3 Dr. Werner Kneip, Member of the Supervisory Board, 
Dynamit-Nobel AG, chemicals and plastics 


Felix E. Larkin, Chairman of the Executive Committee 


vide interests in chemicals, .natu- 


nts and employs a total of 88,800 pdtsohs: *- 


exploration for and production of crude oil and natural gas; and 
» coal mining. 

Grace’s consumer businesses include specialty retailing and 
restaurants. Specialty retailing consists of such businesses as 
do-it-yourself home improvement centers, sporting goods and 
jewelry stores. Grace restaurants include specialty dinnerhouses, 
coffee shops and fast food outlets. 

In a constantly changing world, management believes that the 
combination of specialty chemicals, natural resources and 
consumer businesses will provide Grace with balanced and con- 
sistent growth in the years ahead. 


Harold R. Logan, Vice Chairman 


1:2 Frank E. Mackle, Jr., Chairman of the Board and Chief Executive Officer, 
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1:45 Harold A. Stevens, Retired Presiding Justice, 


Appellate Division, New York Supreme Court 


5 David L. Yunich, Consultant to WR. Grace & Co, and 
Retired Vice Chairman, R. H. Macy & Co., Inc., department stores 


! Audit Committee 

2 Salary, Incentive Compensation and Employee Benefits Committee 
3 Stock Incentive Committees 

4 Nominating Committee 

5 Committee on Corporate Responsibility 


W.R.Grace & Co. 1981 Annual Report 


AEVELARU PUBLIC Liban 


CORPORATION FALE = oe 
The Numbers in Review 
dollar amounts in millions except per share—1980 and 1979 restated) 
Percent Change 

For the Year 1980 1979 1981/1980 1980/1979 
Sales $6,135.7 $5,326.3 + 6% +15% 
Income before Taxes 499.0 427.2 +10 +17 

Income Taxes 211.6 196.0 -12 +8 
Net Income 287.4 231.2 +26 +24 

Earnings per Share 6.11 5.02 +24 +22 

Earnings per Share assuming Full Dilution 5.94 4.80 +25 +24 
Capital Expenditures 658.4 $13.8 _ +28 
Research and Development Expenses 45.0 42.4 +22 + 6 
Depreciation, Depletion and Lease Amortization 204.0 169.5 +17 +20 
Working Capital Provided by Operations 566.1 422.3 +12 +34 
Cash Dividends on Common Stock 101.1 86.9 +15 +16 

Per Common Share 2.175 1.975 +13 +10 
Average Common Shares Outstanding 46,969,000 45,920,000 +1 +2 
At Year-End 
Total Assets $4,387.4 $3,758.0 +14% +17% 
Net Properties and Equipment 2,170.3 1,696.6 +17 +28 
Working Capital 589.4 628.7 +16 - 6 
Long Term Debt LESS 839.8 +23 +33 
Shareholders’ Equity -Common Stock 1,798.3 1,587.1 +14 +13 
Shareholders’ Equity — Book Value per Common Share 37.90 34.01 +14 +11 
Cash Dividend— Annual Rate 2.30 2.05 +13 +12 
Common Shares Outstanding 47,449,326 46,670,524 +1 +2 

Ae i 


A Message to Shareholders from J Peter Grace 


Throughout 1981 we consistently ex- 
pressed the view that, despite adverse 
economic conditions overseas and at 
home, Grace's blend of manufacturing 
and service enterprises would provide 
continued growth in sales and earnings. 
While a recession developed as many 
had expected, our confidence was 
justified by the Company’ results when 
the year ended. 

All-time records were achieved in 
sales and earnings by W.R. Grace & Co. 
in 1981. Sales were up by six percent to 
$6.5 billion. Net income amounted to 
$361.3 million, an increase of $73.9 mil- 
lion, or 26 percent over the previous year. 
Earnings per common share reached 
$7.58 versus $6.11 for 1980, as restated 
for poolings of interests transactions. 
Results in 1981 included 50 cents per 
share which represented the net effect of 
gains on divestments and negative ad- 
justments for foreign currency exchange 
translation under FAS No. 8. A more 
detailed description of 1981's financial 
achievements may be found in the arti- 
cle ‘1981: A Record Year” on page 4 of 
this Report and in ‘Management's 
Discussion and Analysis” beginning on 
page 66, 

In keeping with our earnings growth, 
the Grace Board of Directors increased 
the dividend on the common stock in 
July to a new indicated annual rate of 
$2.60 per share, a boost of 13 percent. 
This action reflects the Company’s stated 


goal of having dividend growth match 
or exceed the rate of inflation which, in 
1981, measured nine percent. 

The year’s good performance 
reflected increased earnings from the 
Company’ natural resource and 
specialty chemical activities, including 
Chemed, which respectively contributed 
$179 million and $173 million to total 
operating income after taxes—record 
highs for both businesses. Despite 
sluggish retail spending, Grace’s con- 
sumer operations showed considerable 
resiliency throughout 1981, regis- 
tering sales and earnings ahead of the 
previous year. 

Capital expenditures exceeded $656 
million in 1981. Our investment pro- 
gram focused primarily on the acquisi- 
tion of oil, gas and coal properties, 
the development of energy services and 
the enlargement of Grace’s chemical 
operations. 

On balance, 1981 was a year of 
progress for most of Grace’s principal 
lines of business. In specialty chemicals, 
which had sales of $2.3 billion in 1981, 
the Company embarked on an ambitious 
worldwide development program which 
included groundbreaking for a large- 
scale organic chemicals complex in 
Texas and the construction of additional 
manufacturing facilities in France and 
West Germany. 

Grace, in addition, took two steps in 
1981 involving its 84 percent-owned sub- 


sidiary, Chemed Corporation. The first, 
in July, was a $112 million public 
offering of Omnicare, Inc., a hospital ser- 
vice and health care products company, 
owned by Chemed and another Grace 
subsidiary. Grace realized an after-tax 
gain of $34.9 million on the transaction, 
and Chemed retained a 24-percent in- 
terest in Omnicare. 

The second step was a proposal to 
exchange Grace’s full ownership interest 
in Chemed for the stock of a company 
consisting of Chemed’s Dearborn 
Group, the nation’s third largest supplier 
of industrial water treatment chemi- 
cals, and $185 million in cash. This 
transaction, completed in March 1982, 
results in Chemed becoming an inde- 
pendent public company. Grace plans 
to reinvest the cash proceeds in natural 
resources and chemicals or reduce its 
outstanding debt obligations. The 
highly profitable and technologically 
advanced Dearborn Group will be inte- 
grated with Grace’s other specialty 
chemical businesses. 

Although earnings from agricultural 
chemicals declined from the previous 
year, operating income after taxes in 
1981 was more than $60 million, repre- 
senting a satisfactory 15-percent return 
on Grace’s invested capital. 

A solid performance in nitrogen 
fertilizers partially counterbalanced de- 
creased earnings from phosphate oper 
ations where results were adversely 
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affected by lower prices and reduced de- 
mand. The phosphate business was fur- 
ther slowed by a strong U.S. dollar 
which reduced fertilizer exports. After 
expenditures for capacity to meet antic- 
ipated future demand and working 
capital requirements, the agricultural 
chemical business generated a net 

cash flow amounting to approximately 
$22 million in 1981. 

In natural resources, Grace invested 
more than $145 million in exploration 
and development activities, including 
lease acreage purchases. Grace owns 
North American oil and gas reserves 
equivalent to 132 million barrels. Coal 
reserves owned by Grace and its part- 
ners are estimated at more than 400 
million tons, including 100 million tons 
acquired in 1981. 

In energy services, Grace is the 
nation’s largest land-based contract 
driller with 101 rigs in use at year-end 
1981. Additionally, the Company is in- 
volved in the rental and sale of oil field 
and construction equipment, downhole 
retrieval and related services, and the 
storage and transmission of liquid 
chemicals and fuel. 

In specialty retailing, Grace main- 
tained its national leadership position 
in home improvement centers and 
sporting goods. Other merchandising 
activities include jewelry, leather 
apparel and western wear. Sales of all 
specialty retail stores last year exceeded 


$1.2 billion, and operating income after 
taxes rose to $237 million. 

Grace’s restaurant business experi- 
enced a turnaround in 1981, as operating 
income of $2.5 million was achieved 
compared with a loss of $11.2 million in 
1980. The establishment of reserves of 
$4.3 million and $10.3 million in 1981 
and 1980, respectively, against the dis- 
position of certain fast food and coffee 
shop operations not meeting manage- 
ment’ expectations, adversely affected 
results in both years. In 1982 we expect 
this business to respond further to 
strengthened management and new tar- 
gets for sales and profit margins. As 
a consequence, 1982 and beyond should 
be a period of rising earnings and 
higher returns in a business where our 
dinnerhouse and specialty restaurant 
formats are considered to be among the 
best in the industry. 

At the Annual Meeting of Share- 
holders on May I1, 1981, the Board of 
Directors elected Carl N. Graf as presi- 
dent and chief operating officer, 
Charles H. Erhart, Jr. as vice chairman 
and chief administrative officer, and 
Harold R. Logan, head of the Natural 
Resources Group, as vice chairman. 
The undersigned succeeded Felix E. 
Larkin as chairman. Mr. Larkin has 
served successively as president and 
then chairman of the Company since 
1971 and has 31 years of service. 

Mr. Larkin was named chairman 


of the Executive Committee. In February 
1982, D. Walter Robbins, Jr. was elected 
vice chairman, replacing George W. 
Blackwood, who retired as vice chair 
man after 45 years with Grace. These 
appointments strengthen the Company's 
senior management organization and 
provide an appropriate executive struc- 
ture for the future direction of the 
Company’ affairs. 

We have a moderately optimistic view 
toward an ending of the current reces- 
sion and recovery prospects thereafter. 
We anticipate a gradual economic 
upswing during the second half of 1982, 
with lower inflation and an easing of in- 
terest rates. Also, we expect the longer 
term business environment to be favor- 
ably impacted by the Reagan Adminis- 
tration’s measures to stimulate savings 
and investment. Within this context, the 
outlook for our principal lines of busi- 
ness is good, and we believe Grace’s net 
income this year will exceed that of 
1981. If this occurs, 1982 will be our 
sixth consecutive year of record sales 
and profits. 


| Pele. Smee 


Chairman and 
Chief Executive Officer 
March 4, 1982 
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Corporate News 


1981: A Record Year Sales Top $6.5 Billion 


Despite a lackluster economy marked 
by persistent inflation and continued 
high interest rates, W. R. Grace & Co. 
posted record sales and net income for 
the fifth consecutive year. 

Sales in 1981 reached $6.5 billion, 
up six percent from the $6.1 billion 
recorded in 1980 (as restated for pool- 
ings of interests). Net income for the 
year was $361.3 million, or $7.58 per 
common share, against 1980 net income 
of $2874 million, or $6.11 per common 
share, increases of 26 and 24 percent, 
respectively. 

Excluding the impact of foreign cur 
rency translation adjustments (FAS 
No. 8) and divestments, earnings were 
$337.5 million compared with $294.2 
million in 1980, a 15 percent increase. 


Sales ($ Millions) 


1979 1980 1981 


Net Income ($ Millions) 


1979 1980 1981 


Earnings per share before these non- 
operating factors were $7.08, up 13 per 
cent from the $6.25 for 1980. 

These results were largely due to in- 
creased earnings in the natural resource 
area and the performance of the 
Company’s worldwide chemical inter- 
ests, which together contributed 90 
percent of 1981 operating income after 
taxes. Under difficult economic condi- 
tions, Grace’s retailing and restaurant 
businesses held up well throughout 1981 
with sales and earnings ahead of the 
previous year’s levels. 

Capital expenditures were $656.9 
million in 1981. This investment 
program—the second highest in Grace's 
127-year history —focused primarily on 
the acquisition of oil, gas and coal prop- 


erties and oil field service businesses 
as well as on the expansion of Grace’s 
chemical operations. 

In the decade ahead, Grace expects 
continued strong growth in sales and 
earnings resulting from additional 
capital investments and the further 
development of Grace’s natural resource 
operations and worldwide chemical 
businesses. 


Dividend Up for 
Eighth Straight Year 


Increase Outpaces Inflation 


As high rates of inflation continued 

to challenge investors, Grace again acted 
to provide its shareholders with a mea- 
sure of relief. 

In July, the Board of Directors 
declared a regular quarterly cash divi- 
dend of 65 cents per common share— 
up 7'2 cents from the previous quarterly 
rate of 57 cents per share. The in- 
crease brought the indicated annual 
dividend to $2.60 per share, or 13 
percent higher than the 1980 rate. This 
action was in keeping with the Com- 
pany’s policy of attempting to keep divi- 
dends in line with or ahead of inflation, 
which measured nine percent in 1981 
according to the Consumer Price Index. 


Fourth Quarter Results Show Increase 


In the fourth quarter of 1981, net in- 
come totaled a record $81.7 million, up 
20 percent from the $68.1 million 
recorded for 1980's fourth quarter. On a 
per-share basis, earnings increased 19 
percent to $1.71, compared with $1.44 
for the last three months of 1980. Sales 
for the final quarter of 1981 also reached 
a record level of $1.8 billion, up from 
$1.7 billion in 1980's fourth quarter. 
Excluding foreign currency adjust- 
ments (FAS No. 8) and divestments, 
earnings for the fourth quarter of 1981 


were $81.6 million, also $1.71 per share, 
compared with $71.7 million, or $1.52 
per share for the final three months 

of 1980. 

The favorable results in the fourth 
quarter of 1981 were essentially due to 
increased earnings from natural re- 
sources and specialty chemicals. Spe- 
cialty retailing, in a difficult economic 
environment, showed strength in the 
fourth quarter with operating income 
of $16.4 million, up 20 percent over 
the last quarter of 1980. 
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White House Appoints Mr. Grace to New Committees 


Chairman J. Peter Grace was named 
by President Reagan to head the newly 
formed President's Private Sector 
Survey (PPSS) on Cost Control in the 
Federal Government. In 1981, Mr. 
Grace had been appointed by the Presi- 
dent to the National Productivity 
Advisory Committee. 

Announced in March 1982, the role 
of the PPSS is to examine the workings 
of the executive branch of government 
and make recommendations designed to 
eliminate duplication, inefficiency and 
nonessential administrative activities. 
As chairman of this effort, Mr. Grace 
will draw upon the managerial ex- 


Executive Changes 


pertise of the private sector to help im- 
prove government efficiency. 

The National Productivity Advisory 
Committee, created in November 1981, 
will advise the President on the govern- 
ment’ role in enhancing the output 
of American business. Chaired by former 
Treasury Secretary William E. Simon, 
the 34-member Committee includes 
representatives from business, labor, 
government and the professions. 
Although the United States remains the 
world’s most productive nation, its 
lead over countries like Germany and 
Japan has been steadily shrinking. 

In the last four years, for example, 


there has been little or no productivity 
growth in the United States. 


President Reagan and J. Peter Grace 


J. Peter Grace Elected Chairman; Carl N. Graf Is New President 


Following the 1981 Annual Meeting in 
Chicago on May I, the Board of Direc- 
tors of W. R. Grace & Co. met and 
elected a new slate of officers. 

J. Peter Grace, 68, was elected chair 
man and chief executive officer of the 
Company and Carl N. Graf, president 
and chief operating officer. Mr. Graf, 55, 
became the seventh president of 
Grace since its incorporation in 1899. 


At the same meeting, Charles H. 
Erhart, Jr. was elected vice chairman 
and chief administrative officer. 

Mr. Erhart, 56, joined the Company in 
1950, rising through the financial ranks 
to executive vice president. 

Also elected a vice chairman was 
Harold R. Logan, 60, who heads 
Grace's Natural Resources Group. 
George W. Blackwood, reelected as vice 


chairman, retired from that post in Feb- 
ruary 1982. Mr. Blackwood, 67, will 
continue with the Company as a Grace 
director and consultant. 

Felix E. Larkin, 72, retired as chair 
man of the Company, a position he 
had held since 1974. Mr. Larkin contin- 
ues as a Grace director and was named 
chairman of the newly formed Execu- 
tive Committee. 


New corporate management team meets to discuss 1982 outlook. Seated (left to right) are Carl N. Graf, Harold R. Logan, Charles H. Erhart, Jr, 
and Felix E. Larkin. 
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Specialty Chemicals 


Overview 
Grace Leads in 
Specialty Chemicals 


Specialty chemicals (excluding Chemed) 
continued to be Grace’s largest line of 
business, with 1981 sales of $1.9 billion. 
Operating income after taxes for the 
year reached another record high of 
$150.9 million, up eight percent from 
the previous year. Over the past 25 
years, the annual growth rate in spe- 
cialty chemical earnings has averaged 
13 percent. 

_/ During 1981, the Company undertook 
important domestic and overseas expan- 
sions to support its position as the 
world’s leading producer of specialty 
chemical products. Grace has a world- 
wide reputation as the major manu- 
facturer of flexible plastic packaging for 
foods, fluid cracking catalysts for petro- 
leum refining, waterproofing materials 
for the construction industry, battery 
separators for automotive and industrial 
markets and many other specialties. Its 
success is founded on proprietary tech- 
nology, innovative research, expert 
customer service and efficient produc- 
tion and distribution through more than 
120 manufacturing facilities through- 
out the United States and the world. 

During 1981, Grace began construc- 
tion of the largest specialty chemical 
project in its history—a $90 million, 
three-plant organic chemical complex 
near Houston. Other new plants opened 
in North Carolina, Tennessee and Indi- 
ana. In France, a new battery separator 
plant opened to help supply the growing 
European market for maintenance-fre 
batteries. Plans also include a said 
cracking catalyst plant now ufider con- 
struction in West Germany, Where a 
new plant to produce chemicals = 


other regions of the world, Grace’s 
worldwide chemical expansion will 
meet the growth expected in the 1980s. 


Emerson & Cuming 
Soars Aboard 
Columbia 


When the Columbia space shuttle was 
launched into earth orbit from the 
Kennedy Space Center in Florida in 
April 1981, Emerson & Cuming prod- 
ucts were on board. Silica glass 
Eccospheres were used in the Columbia 
to insulate hot spots on the shuttle’s 
15-story external propellant tank, 
preventing the tank’s ultracold liquid 
fuel from gasifying under heat. 

Emerson & Cuming, acquired in 
1978, is a unit of the Dewey and Almy 
Chemical Division (D&A), the world’s 
leading supplier of can sealing com- 
pounds to the food and beverage indus- 
tries. Emerson & Cuming supplies a 
variety of high-technology products to 
the electronics and aerospace industries. 

D&A has set its sights not only above 
the earth but beneath the oceans. In 
response to the rapid worldwide growth 
of undersea exploration, requiring divers 
to plunge deeper for longer periods of 
time, D&A has introduced a new mem- 
ber to the Sodasorb family of products. 
Originally developed for the U.S. Navy 
for use in deep-sea rescue equipment, 
Sodasorb removes carbon dioxide from 
oxygen rebreathing systems in sub- 
marines and all types of scuba equip- 
ment. Sodasorb offers an extra margin 
of safety to divers as they search for oil 
and other minerals located under the 
ocean floor. Another form of Sodasorb 
\is the most widely used brand of carbon 
diQxide absorber in anesthesia for 
hospital use. 
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$63 Million Research Budget Supports Future Growth 


Biotechnology and Electronics Are Among the Targets 


Research, a key to future success in 
Grace’ specialty chemical business, 
swung into high gear in 1981 with spe- 
cial emphasis on advanced technology 
projects. Grace scientists and engineers 
moved ahead with a number of projects 
during the year. Included in the research 
were biogenetic processes to produce 
amino acids and the development of 
new electronic applications for photo- 
polymers. 


Organic Chemicals 

Spotting an opportunity to become the 
first significant domestic-based manu- 
facturer of essential amino acids for 
pharmaceutical use, Grace is working 
to improve the biotechnological pro- 
cesses through which amino acids are 
synthesized. Substantial growth in this 
market is anticipated as a result of the 
increasing hospital demand for nutri- 
tional solutions that contain amino 
acids. These special solutions build and 
maintain body protein in patients who 


have difficulty eating or have particular 
nutritional problems. 

In a related area, the successful pilot 
production of aspartic acid—a type of 
amino acid—was achieved in 1981. A 
major new application for aspartic acid 
is as an intermediate in the manufacture 
of a low-calorie substitute for sugar. 


Electronic Chemicals 

Researchers are also working on 

new electronic applications for photo- 
polymers, which were originally 
developed by Grace scientists for the 
Letterflex system of making plastic 
printing plates. 

During 1981 Grace introduced 
Accutrace—a new photographic imag- 
ing technology for the electronics indus- 
try. Accutrace is an ultraviolet photo- 
graphic imaging system for producing 
printed circuit boards. The system, 
which uses photopolymer materials and 
processing equipment, offers superior 
photo resolution as well as cost savings. 


Over the next several years, Accutrace is 
expected to make a major penetration 
into the electronics industry, improving 
productivity in the manufacture of 
printed circuit boards. Still another 
promising research target is the creation 
of photopolymers that carry electric 
current—a function that could be used 
in products such as television channel 
selectors. 


Automotive Products 

Research—much of it originating in 
Grace’s European plants—is also 
progressing on specialty products for the 
automotive industry. Projects include 
“‘triggered’’ adhesives, corrosion in- 
hibitors and sealants. Three-way auto- 
emission control catalysts, developed in 
the United States and introduced during 
the 1981 model year, went into pro- 
duction at Davison’s plant in Curtis Bay, 
Maryland. Davison is a leading supplier 
of automobile pollution control catalysts 
and petroleum cracking catalysts. 


New generation of construction sealants is formulated at Teroson G.m.b.H. in Heidelberg, West Germany. 


Specialty Chemicals 


Plant Opened in Tennessee 


Polyfibron Offers New Printing Products 


The Polyfibron Division opened a 
printing products plant in Morristown, 
Tennessee in September 1981. The facil- 
ity produces the Polycell blanket, a newly 
patented product that provides superior 
transfer of images from a cylinder of an 
offset press to the printed surface in the 
commercial printing industry. 
Polyfibron, long a leader in the devel- 
opment of specialty printing blankets, 
now offers the printing industry a full 
line of general purpose and specialty 
printing blankets for the production of 
office copies, business forms, news- 
papers, books and publications, with 
improved print quality at higher press 
operating speeds. Grace now operates 


Progress Report 


two offset blanket manufacturing plants 
in the United States and one in France. 

In a related area, Polyfibron’s TEC 
Systems, already the leading manu- 
facturer of high-velocity drying systems 
for the printing industry worldwide, 
achieved a major breakthrough in 1981 
with the receipt of a large order for 
paper coating dryers, marking TEC’s 
initial penetration of this market. 

TEC has also established a direct 
sales/service organization in Europe to 
strengthen its position in the printing 
industry there. 
Ad promotes Polyfibron’s new Type 100 
offset blankets used to print business forms. 


“We love Type 100” 


Groundbreaking in Texas for Major Chemical Complex 


Grace launched the largest domestic 
specialty chemical expansion program 
in its history, breaking ground for a new 
three-plant complex in Deer Park, Texas 
(near Houston). 

Located on a 180-acre site, the first 
plant will be on-stream by the second 
half of 1982. It will produce glycine 
—used in the pharmaceutical, agricul- 
tural, cosmetic and food industries — 
adding new capacity to Grace’s Organic 
Chemicals Division, which has glycine 
manufacturing capabilities at its 
plant in Nashua, New Hampshire. 
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A second plant, to be opened toward 
the end of 1982, will produce Daxad 
dispersants, used in the synthetic rub- 
ber, paint, tanning and other industries. 
Using proprietary technology, and 
located close to sources of petrochemical 
feedstocks and major customers, the 
plant will have a multimillion-pound 
annual capacity. It represents the cul- 
mination of more than four years 
of planning. 

A third Deer Park plant, scheduled to 
be on-stream in 1984, will propel Grace 
into a technological area that is as ex- 


citing as it is new. The plant will manu- 
facture a family of nitroparaffins, used 
as stabilizers in industrial cleaning 
applications, as solvents for inks and 
paints, in explosives and in pharma- 
ceutical intermediates. 

With technology licensed from a 
French company—Société Chimique 
de la Grande Paroisse—the Organic 
Chemicals Division will have exclusive 
use of this nitroparaffin manufacturing 
process in the Western Hemisphere. The 
capital investment for this plant will be 
$55 million, the largest ever authorized 
for a Grace specialty chemical project. 

“The nitroparaffins business is ideally 
suited to Grace,” explains Carl W. 
Lorentzen, president of the Organic 
Chemicals Division. “It is a business 
with a great deal of promise in a variety 
of markets— many of which our Di- 
vision is already supplying with other 
products. With advanced technology 
and our marketing capability, nitro- 
paraffins and its derivatives are a natu- 
ral extension of our specialty chemical 
business.” 
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Cryovac Introduces 
Boxed Pork 


The Cryovac Division's “*boxed beef” 
concept—developed in conjunction 
with meat processors—revolutionized 
the packaging of beef. Cryovac has ex- 
tended the idea to another product, 
pork, adding several new customers. 

Because of its price advantage over 
beef, fresh pork represents a potentially 
large new market for Cryovac’s Barrier 
Bag product line. Boneless vacuum 
packaging can increase pork displays in 
supermarkets to provide the same wide 
selection offered in the beef section. 

Cryovac’s product line of bags, films 
and laminates serves the growing 
market for specialized packaging. A 
variety of food products ranging from 
fresh beef and poultry to fine cheeses 
and “‘crusty”’ breads are wrapped in 
Cryovac packaging, as are hundreds of 
other consumer items, including hard- 
ware, cookware and record albums. 

Cryovac pioneered “boxed beef,” an 
idea that changed the industry. Less than 
20 years ago, retail butchers and food 
markets commonly received whole beef 
carcasses and had to cope with the 
problems of storage and the difficulty 
of boning and trimming fat. Cryovac 
developed a system—complete with 
bags and equipment—to pre-cut and 
pre-trim beef at the slaughterhouse into 
more convenient sizes. 


Cryovac’s Barrier Bag is used to protect the 
quality and freshness of smoked hams 


Two Grace specialty chemicals—molecular sieves and petroleum cracking catalysts—are 
manufactured at the Davison Chemical plant in Valleyfield, Quebec 


Davison Boosts Output at Catalyst Plants 


The Davison Chemical Division, the world’s foremost producer of fluid cracking 
catalysts, completed three major expansions in 1981—two in plants at Curtis Bay, 
Maryland and one in Lake Charles, Louisiana. 

Davison increased its total production of Super D fluid cracking catalysts at its 
new Lake Charles plant. Super D catalysts, the world’s largest selling brand, are 
denser and harder than conventional types and help reduce stack emissions in oil 
refineries. Davison took a second expansionary step at its Curtis Bay plants and 
increased production of Crey and Z-/4 US molecular sieve additives used for mak- 
ing a new generation of Davison fluid cracking catalysts. The third 1981 expansion 
enables Davison to produce 25,000 tons per year of DA fluid cracking catalysts 
at Curtis Bay. The DA series is the most attrition-resistant catalyst on the market. 
Because of rising costs, today’s refineries must continue to use an increasing 
amount of lower quality, heavier crude oil feedstock, and many refiners have there- 
fore turned to Davison. Recent tests have also proved variations of DA catalysts 
to be effective in reducing stack emissions of sulfur dioxide. 

In still another expansion, Davison began marketing molecular sieves from a 
new plant in Valleyfield, Quebec, located next to Grace’s existing cracking catalyst 
plant. Molecular sieves are used to refine petroleum into gasoline; in detergents 
to soften water; as an anti-fogging additive in the manufacture of insulating glass 
windows; and to remove water from natural gas and other petrochemicals. 


Specialty Chemicals 


Europe Is Growth Market New Plants for Separators, Catalysts, Paper Chemicals 


Technician inspects new offset printing 
blanket at Grace plant in Steinbach, France. 


Grace’s 1981 activity in Europe was 
marked by growth through expansion in 
a number of specialties, including bat- 
tery separators, fluid cracking catalysts 
and paper chemicals. 


“Over the last five years, Grace’s 
European specialty chemical sales 
growth has averaged about 13 percent 
per year,” observes Jack Rimmer, a 
Grace executive vice president and spe- 
cialty chemicals group executive. 
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‘Europe will continue to play a major 
role in our expansion for many years to 
come,” adds Mr. Rimmer. 

Grace produces a broad range of spe- 
cialty chemicals for the European mar- 
ket, which accounts for about 30 percent 
of annual specialty chemical sales. 

In Selestat, France, progress contin- 
ued on the construction of a new 
Daramic separator plant. The $20 mil- 
lion facility, which was placed on-stream 
in early 1982, will supply Daramic 
separators for the growing maintenance- 
free battery market in Europe to 
such major producers as Varta and 
Delco. Delco has successfully intro- 
duced maintenance-free batteries to the 
European marketplace. 

Grace also expanded its capacity ina 
related area—separators for industrial 
batteries. Construction of a new produc- 
tion line in the Norderstedt plant near 
Hamburg, West Germany was com- 
pleted during the second quarter of 
1981. This new line manufactures Darak 
2000/5000 industrial separators for 
heavy-duty batteries, used primarily in 
forklift trucks and large vehicles, as well 


as in stationary power sources. Grace 
is a leading worldwide supplier of 
separators for both the automotive and 
industrial battery markets. 

In Britain and France, where Grace 
has its two major European manu- 
facturing centers for flexible packaging 
materials, a $27 million expansion pro- 
gram for the production of Barrier Bags 
and a new family of multi-ply films will 
start in early 1982. This expansion 
will enable the Company to maintain its 


position as the major supplier of these 
products in Europe. 


European Refining 

European petroleum refiners continue 
to shift their production from heavier- 
grade fuel oils to gasoline and light feed- 
stocks. So, even though the overall 
demand for petroleum is down, refiners 
are actually using more catalysts to in- 
crease the yield of such high-value prod- 
ucts from each barrel of crude oil. 

In response to these developments, 
Grace began in 1981 the construction of 
a plant in Worms, West Germany for 
the manufacture of fluid cracking cata- 
lysts. The plant is scheduled to be on- 
stream in the second half of 1982. 

Cracking catalysts are used to refine 
crude oil into lighter-grade products 
such as gasoline, heating oil and petro- 
chemical feedstocks. Grace is a major 
producer of petroleum cracking cata- 
lysts for world markets, with existing 
facilities in the United States, Canada 
and Australia. 


A second new facility in Worms 
opened in 1981, expanding Grace’ ca- 
pacity in another area. This $2 million 
plant manufactures chemicals for the 
paper industry. The Company also 
produces paper chemicals in Sweden, 
France and Great Britain. 

Grace has traditionally offered ser- 
vice chemicals to the paper industry — 
specialties that help solve customer prob- 
lems such as preventing slime and foam. 
However, the new Worms manufactur 
ing facility establishes the Company as 
a major European supplier of products 
in another specialized area—chemicals 
used in the process of papermaking. 
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Grace and Chemed in Swap Transaction 


Grace and Chemed Corporation com- 
pleted a transaction in March 1982 in 
which Grace exchanged its 84-percent 
interest in the profitable specialty 
chemical subsidiary for the stock of a 
corporation consisting of Chemed’s 
Dearborn Group and $185 million in 
cash. Dearborn is one of the nation’s 
largest suppliers of industrial water 
treatment chemicals. 

Chemed kept the DuBois Chemicals 
and Vestal Laboratories divisions; 
the Roto-Rooter sewer, drain and pipe 
cleaning business; and its 24-percent 
interest in Omnicare, a health care 
company which was formed in 1981 


New Products and Services 


by Chemed and Daylin, Inc., another 
Grace subsidiary. Omnicare went public 
in July 1981. 

Grace and Chemed believe the arrange- 
ment will prove mutually beneficial. 
Grace’s benefits from the transaction in- 
clude obtaining full ownership of the 
Dearborn Group, a fast-growing, profit- 
able and compatible addition to Grace's 
other specialty chemical operations. 

Asa further benefit, the cash received is 
available for reinvestment or to reduce 
Grace’s borrowings. 

Benefits will come to Chemed, too, 
as a separate, publicly held company. 
Chemed’s growth should be facilitated 


CPD Introduces Anti-Corrosion Additive 


The Construction Products Division 
(CPD), which makes products for the 
construction industry, is introducing a 
new specialty product—Darex Corro- 
sion Inhibitor —designed to prevent the 
deterioration of bridges, buildings and 
other concrete structures. 

Late in the year, CPD announced 
plans to build a multimillion-dollar 
plant to produce this new corrosion in- 
hibitor. The plant is scheduled to open 


in 1983 in Wilmington, North Carolina. 


The target market for the calcium 
nitrite-based product is steel-reinforced 
concrete. CPD is reacting to growing 
concern over corrosion, much of it 
caused by road salt and sea spray that 
penetrate concrete bridge decks, park- 
ing garages and sea walls. Darex Corro- 
sion Inhibitor is used as an admixture 
with concrete. 

CPD is also a major supplier of fire- 
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proofing, insulating and waterproofing 
materials, including Zonolite insulating 
roof deck, a “‘system’’ composed of sev- 
eral different construction products. 

Another line made by CPD for the 
construction industry is Monokote 
fireproofing. Spray-applied to steel, 
Monokote, which is made in 20 facilities 
across the country, combines ease of 
application with superior in-place char 
acteristics, making it the most widely 
used sprayed fireproofing material in 
the United States. The year 1981 turned 
out to be a record in demand for Mono- 
kote, and strong sales are expected to 
continue into 1982. 

In another area of growth and devel- 
opment, CPD opened a horticultural 
testing laboratory early in 1981. The lab, 
at the Peters fertilizer plant in Fogels- 
ville, Pennsylvania, has ultramodern 
equipment that can chemically analyze 
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by fewer restrictions on its borrowing 
ability, its acquisition options and by 
its employees’ gaining the opportunity 
to participate directly in the newly 
independent company. 


plant tissue, growing media and fertil- 
izer solutions in less than a minute. 
Peters performs these services for green- 
house operators. 


Far East Building Boom 

Grace has played a major role in many 
Far East construction projects, includ- 
ing the Hong Kong and Seoul subways. 
More than two million square feet of 
Bituthene plastic and rubberized as- 
phalt sheet were supplied to waterproof 
several miles of Hong Kong’ subway, 
and more than seven million square feet 
of the waterproofing membrane were 
used for the Seoul system. Grace also 
provided Singapore's new Changi 
Airport—opened in 1981—with Bitu- 
thene and other specialty products. 
Spurred by Far East building activity, 
Grace has developed plans to build its 
first Bituthene plant in the Far East. 
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Agricultural Chemicals 


Overview 

Weak Phosphate 
Market Lowers 
AgChem Results 


Decline in demand and prices for 
phosphate-based fertilizers resulted in 
lower sales and earnings for Grace’s 
agricultural chemicals business 
compared with 1980’s record results. 
Operating income after taxes for the 
Agricultural Chemicals Group 
(AgChem) was $60.7 million in 1981, 
down 29 percent from $85.2 million 

in 1980. 

However, periodic declines, which 
are often the result of uncontrollable 
factors, are not unusual in the cyclical 
fertilizer business. Lower-than- 
anticipated exports of grain resulting 
from the embargo on shipments from 
the United States to the U.S.S.R. 
reduced grain prices in 1981 substan- 
tially below what they were a year ago. 
Farm income was significantly lower, 
and high interest rates compounded the 
cash flow problems of the American 
farmer, restricting purchases of fertil- 
izer and farm machinery. 

Grace’s phosphate fertilizer business, 
geared more toward exports than its 
nitrogen products, also felt the effects of 
a strengthening dollar that made do- 
mestically produced phosphates more 
expensive and thus less attractive to 
customers abroad. However, nitrogen- 
based products—a major part of Grace’s 
agricultural chemicals business—were 
stronger than expected, partially 
offsetting the decrease in phosphate 
sales during 1981. 

A bright spot was the Russian pur- 
chase of more than 10 million metric 
tons of U.S. grain in the fourth quarter 
of 1981—the result of lifting the Soviet 
embargo by President Reagan. Further 
large-scale feed grain exports, should 
they materialize, would strengthen the 
domestic agricultural outlook and buoy 
the economic prospects of American 
farmers. 
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Fertilizer Review & Outlook 


Major Increases in Capacity Are on Schedule 


DAP Tonnage To Rise 


Moving ahead with plans to boost long 
term production capacity, AgChem 
continued to strengthen its fertilizer 
business in 1981 by expanding and de- 
veloping its considerable high-quality 
phosphate rock reserves, including 
those in the Four Corners area of cen- 
tral Florida. With phosphate reserves 
acquired years ago when prices were 
lower, Grace today enjoys a strong com- 
petitive position in the phosphate 
market. 

Three key phosphate projects are in 
progress. The first —the Four Corners 
mine costing approximately $350 mil- 
lion to develop—is expected to be 
on-stream by mid-1983. A joint venture 
with International Minerals & Chem- 
ical Corporation, Four Corners will 
have a production capacity of five mil- 
lion tons annually, half of which is 
AgChem’ share. By 1984, AgChem ex- 
pects to have a total annual phosphate 
rock mining capacity from all sources 
of 5.3 million tons, an increase of 
700,000 tons or 15 percent above its 
1981 total. 

A second development is a 440,000- 
ton-per-year phosphoric acid plant in 
Florida—a 50/50 joint venture with 
US. Steel Corporation. Start-up on this 
$170 million project is planned for 
mid-1982. Phosphoric acid is a concen- 
trated material produced by reacting 
sulfuric acid with ground phosphate 
rock and then filtering to remove in- 
solubles. It serves as an important inter- 
mediate in the production of concen- 
trated phosphate fertilizers such as 
ammoniated phosphates. 

Construction also continues on sched- 
ule of a third key phosphate project, a 
$53 million Grace-owned diammonium 
phosphate (DAP) plant at the Bartow 
Chemical complex in Florida. DAP, 
considered the most important 


phosphate-based fertilizer, is a solid 
product made by reacting ammonia 
with phosphoric acid. The plant’s 
800,000-ton-per-year capacity repre- 
sents a 400,000-ton annual increment 
to AgChem’s current capacity— more 
than offsetting production lost by the 
planned closing of existing older 
facilities. The new plant is expected to 
start up in the second half of 1982. 


Expansion 

AgChem’s development of new phos- 
phate rock reserves involves a five- 
year program that covers exploration, 
evaluation of potential reserves and 
the acquisition of additional reserve 
properties. 

This program is expected to increase 
primary reserves in Manatee County, 
Florida, for example, to an estimated 90 
to 125 million tons from the current 40 
to 50 million tons. A mine is planned 
for opening late in the 1980s in the 
Manatee County tract. 


Nitrogen Strong 

In addition to strengthening its phos- 
phate position, AgChem also benefited 
from its other major fertilizer business 
—nitrogen products. Aided by an eight- 
billion-bushel bumper corn crop—an 
all-time record for domestic production 
—AgChem’ nitrogen fertilizer business 
performed well in 1981, partially off- 
setting the phosphate downturn. The 
nitrogen business was also boosted by 
lower-than-anticipated United States 
imports of ammonia from the Soviet 
Union and Mexico. 


W.R.Grace & Co. 1981 Annual Report 


Strategic Feedlots in 
Plains States 


Feed Operations 
Continue Lead 


Despite the depressed farm economy 
and reduced consumer demand for beef, 
pork and lamb, which caused a decline 
in 1981 earnings from the previous year, 
the Farr Better Feeds unit of the Agricul- 
tural Chemicals Group continued to be 
the leading supplier of beef feed supple- 
ments to large feedlots in the Central 
Plains states. 

AgChem expects that reduced meat 
consumption will be a short-term phe- 
nomenon because it has been closely 
linked to the slow economic growth and 
sharply rising energy costs of recent 
years. Based upon Grace’s economic 
forecasts, AgChem projects that an im- 
proving economy and more stable en- 
ergy costs will stimulate demand which, 
in turn, should improve the profitability 
of the beef industry. 

As a low-cost producer strategically 
located in a marketing area that ac- 
counts for more than half of all fed cat- 
tle in the United States, Farr makes and 
sells livestock feeds to customers from 


seven facilities in the Central Plains states. 


A second AgChem animal feed 
business—also situated in prime terri- 
tory—is the Walnut Grove Division, 
which sells premium feed products to 


Hogs develop into healthy animals with 
Walnut Grove livestock feeds. 


Breeding Bulls at ABS 


American Breeders Service (ABS) offers artificial insemination services for dairy 
and beef cattle worldwide. It is the largest organization of its type domestically, 
servicing about 20 percent of cattle bred in the United States by artificial n- 
semination. ABS, which operates as a unit of AgChem, builds its stock with 
animals of proven genetic superiority and has one of the finest stables of breeding 
bulls in the world. Despite a falloff in dairy industry profitability, ABS earnings 
in 1981 came close to matching 1980% record level. 


pork producers. Walnut Grove is partic- 
ularly strong in lowa and surrounding 
regions, which account for 45 percent of 
the U.S. hog market. Livestock feeds are 
produced and sold from nine plants Jo- 
cated in Iowa, Nebraska and Wisconsin. 
Like Farr, Walnut Grove’s earnings fell 
in 1981 compared with the previous 
year. The reasons for the decline were 
similar—a depressed economy and 
lower demand. Hog producers suffered 
decreased earnings in 1981 compared 
with 1980, which reduced orders for 
Walnut Grove’s feeds. However, based 
on its long experience with the cyclical 
hog business, AgChem anticipates 
that producers should see improved 
profitability in 1982-1983. 


AgChem Reclaims 
Mined Property 


Since 1954, the Agricultural Chemicals 
Group has peeled back the sandy cover 
on some 7,000 central Florida acres 
—about the size of 5.000 football fields. 
It has extracted 53 million tons of high- 
quality phosphate rock, producing fer 
tilizer that could raise, theoretically, 1.7 
billion acres of wheat for 27 trillion 
loaves of bread. AgChem then spent more 
than $6 million on reclamation and 
sculpted the land into mildly rolling hills 
and gently contoured lakes creating 
desirable homebuilding property. 
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Natural Resources 


Overview Natural Resources Group Earnings Advance 61 Percent 


Energy-related operations provided a 
powerful boost for Grace’s income in 
1981. The Natural Resources Group’s 
(NRG) operating income after taxes 
increased to $178.6 million, or 39 
percent of Grace’s total operations, 
reflecting the soundness of the 
Company’s significant investments in 
this area during the past five years. 
Operating income jumped 61 percent 
over 1980, and the Group projects that 
earnings will double by 1986. 

The stepped-up search for new oil 
and gas reserves benefited Grace’s 
drilling and energy service businesses. 
With 101 onshore rigs at year-end, the 
contract drilling business had a record 
rig utilization rate of more than 98 
percent in 1981, topping the industry 
average of 83 percent in a domestic mar- 
ket that has been rig-short since 1975. 
The Company’s other energy services — 
equipment rentals, manufacture of drill 
collars, drilling mud, technical services 


and gas measurement —registered sub- 
stantial earnings increases as expanded 
services were offered in the major U.S. 
hydrocarbon basins. 

In the United States, earnings from 
oil and gas operations grew as a result 
of both oil price decontrol and the 
gradual relaxation of price controls on 
natural gas. ‘‘Stripper”’ wells, which 
will be exempt from ‘‘windfall profit’’ 
taxes starting in 1983, account for ap- 
proximately 58 percent of the Com- 
pany’s domestic oi! production. The re- 
duction of the tax rate on “‘new”’ 
oil— production from wells on which 
drilling was begun after January 1, 
1979—is another measure favoring the 
expansion of U.S. energy supplies and 
Grace’s oil-related businesses. As a re- 
sult of these and other incentives, NRG 
plans to increase domestic oil equivalent 
liftings from an average of nearly 
30,000 barrels a day in 1981 to 42,000 
in 1986. With domestic reserves of 132 


Drilling Mud Service Expanded 


The drilling mud business is another 
part of energy services that expanded 
rapidly during 1981, Drilling mud— 
a mixture of clay, chemicals and 
minerals—serves several important 
functions in drilling, such as lubricat- 
ing and cooling drilling equipment. 
NRG's Drilling Mud, Inc. (DMI) sup- 
plies this vital component to many of 
the nation’s drilling contractors. 

DMI, which expanded into California 
through the acquisition of Pacific 
Mud Company, Inc. early in 1981, also 
added seven warehouses in southern 
Louisiana, the Texas Gulf Coast and the 


Overthrust Belt in the Rockies, bringing’ 


its number of distribution points to 53 
in 11 states. 

Additionally, DMI assured itself of 
steady future supplies of barite, a major 
mineral component of drilling mud, 
by signing a long term contract with All 
Minerals Corporation of Murray, Utah. 
The pact guarantees the delivery to 
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DMI of $18 million worth of barite. 

Higher drilling expenditures are 
expected to increase the market for the 
drilling mud business, and DMI is 
well positioned to take advantage of 
this opportunity. There are approxi- 
mately 4,000 drilling rigs searching for 
new hydrocarbon sources in the 
United States. 


million oil equivalent barrels (almost 
90 percent of which are proved reserves) 
at year-end 1981, Grace ranks among 
the top 15 publicly reporting U.S. oil 
and gas independents. 

In addition to investments in oi] and 
gas, Grace also has a major commit- 
ment to coal. Eastern coal reserves held 
by Grace and its partners climbed to 
160 million tons with the acquisition of 
Paramont Coal Corporation in March 
1981. In the West, the Colowyo and 
Hayden Gulch mines, each owned 50 
percent by Grace, enjoyed a combined 
sales increase of 49 percent. Annual 
coal deliveries under long term contracts 
alone are expected to increase from 2.4 
million tons in 1981 to 4.9 million tons 
in 1985. 

With its growing reserves of high- 
quality, low-sulfur coal, NRG is 
well situated to take advantage of na- 
tional policies that encourage greater 
domestic use of coal. 


Grace Buys 


Petroleum Interests 
Increasing Reserves 


Aside from exploring and developing its 
own property to increase reserves, 
Grace Petroleum Corporation (GPC) 
also purchases reserves from other pro- 
ducers. In 1981 GPC made eight such 
buys, spending $25.4 million and add- 
ing about 2.8 million oil equivalent 
barrels of proved reserves. Acquisitions 
in 1981 included Reef Petroleum’s inter- 
est in six Michigan fields and May 
Petroleum’s interest in a Texas field. 

GPC’s search for reserves is also 
carried out by leasing undeveloped oil 
and gas Jands. From Mississippi to 
California, GPC spent a record $367 
million to lease more than 150,000 net 
acres in 1981—a record—overlying oil 
and gas reserves. This brings Grace 
Petroleum’s total exploratory leases to 
962,000 net acres in the United States 
and Canada. 


A new plant to process natural gas from Mississippi's Corinne Field began operations in 1981. 


Oil & Gas Reserves Up New Finds Add to Production 


Grace Petroleum Corporation's (GPC) 
year-end 1981 oil equivalent reserves 
(oil, gas and associated products) rose to 
132 million barrels, up five million bar 
rels or four percent over 1980 levels. 
Domestic oil output in 1981 was 4.2 
million barrels, and natural gas pro- 
duction was 378 billion cubic feet. Total 
production was 10.8 million equivalent 
barrels for the year. New production 
came from a number of important oil 
and gas sources, including the Ana- 
darko Basin in Oklahoma, where GPC 
found gas at depths approaching 22,000 
feet. While a 22,000-foot well can cost 
$10-12 million to drill and complete, 
deep gas sells at uncontrolled free mar 
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ket prices—about $7.50 per thousand 
cubic feet— roughly equal to the Btu 
equivalent price of #2 fuel oil. 

Other producing wells developed 
by GPC in 1981 were in regions of 
Mississippi/Alabama, California, 
Texas/New Mexico and Louisiana and 
ong the Texas Gulf Coast. 
More than half of Grace Petroleurn’s 
1981 oil came from wells which are 
classified as ‘‘strippers.”’ At one time 
these wells produced less than 10 bar 
rels a day each, but by 1981 GPC was 
waterflooding or steam-injecting many 
of these properties to increase pro- 
duction levels—up to about 100 barrels 
a day in some cases. 
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Onshore Drilling 
Rig Fleet Totals 101 
Price Incentives Spur Exploration 


Responding to oil price decontrol and 
the gradual relaxation of gas price con- 
trols, U.S. firms are conducting the 
most intensive search for hydrocarbons 
of the last quarter century. The in- 
creased pace of domestic exploration 
stimulated NRG’ drilling businesses — 
both onshore and offshore. 

In 1981 TRG Drilling Corp. added 18 
rigs to its fleet, bringing the number 
of TRG onshore working rigs to 101. 
The additions represented the largest 
increase in rigs in any one year for the 
firm. TRG is the leading onshore drill- 
ing contractor in the lower 48 states. 

Based in Oklahoma City, TRG 
operates rigs in the nation’s most prom- 
ising regions for oil and gas discoveries 
—oil producing basins in Arkansas, 
Oklahoma, Montana, Utah (in the 
Overthrust Belt), and the gas-rich Loui- 
siana and Texas Gulf coasts. With oper 
ations in nine states, TRG rigs have 
drilling capabilities ranging from 4,000 
to 28,000 feet; more than SO percent of 
TRG's rig fleet can drill to depths 
greater than 15,000 feet. 


TRG Drilling, the country’s largest onshore 
drilling contractor, operates rigs in Arkansas, 
Oklahoma, Montana, North Dakota, Utah 
and along the Louisiana and Texas Gulf 
coasts. 


1977 
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Offshore Drilling 


Decontrol of Oil 
Prices Aids Booker 


The offshore drilling business has also 
been good for Grace. “*The decontrol of 
crude oil prices coupled with record- 
breaking lease sales for offshore tracts 
in the Gulf of Mexico ensure a promis- 
ing future for experienced drilling con- 
tractors operating in the offshore waters 
of the Gulf,’ observes Pat Booker, presi- 
dent of Booker Drilling Company, Inc. 
in Metairie, Louisiana. ““With a proven 
record of performance on fixed offshore 
production platforms dating back to 
1958, Booker is in an excellent position 
to expand its service.” 

Capitalizing on the increased drilling 
activity in the Gulf of Mexico, Booker 
added two rigs in 1981, bringing its total 
to 25. Booker specializes in providing 
rigs designed for workover, well comple- 
tion and, most recently, drilling services 
on offshore platforms in the Gulf of 
Mexico. Booker is the leading workover 
rig contractor in the Gulf. ““Workovers” 
are major repairs or modifications 
made on producing oil or gas wells to 
restore or improve production levels. 


Chance Collar, which manufactures oil field 
drilling equipment, installed a plant for heat 
treatment of steel pipe. 


Energy Service Businesses Added 


‘Expansion in the oil field service 
business has become a way of life— 
especially in view of the phenomenal 
growth of U.S. energy exploration and 
the need for this country to be more 
reliant on its own resources,” states 
Harold R. Logan, a Grace vice chair 
man and head of the Natural Resources 
Group (NRG). 

To supplement internal growth, NRG 
added several energy service companies 
in 1981. Homco International, Inc. of 
Houston, an NRG subsidiary which, 
among other services, designs and man- 
ufactures fishing (recovery) tools to 
remove downhole obstructions, added 
two Houston firms —Lighting Systems 
International and Coastal Oil Tool 
Company. Homco also added Oil Field 
Rentals, an Oklahoma firm, and pur- 
chased certain assets of Sweetwater 
Fishing and Rental Tool Company. 


Lighting Systems is a worldwide dis- 
tributor of electrical products for land 
and offshore drilling rigs. Oil Field 
Rentals and Coastal Oil Tool provide 
fishing and cutting tools to remove pipe 
and other obstructions in oil wells. 
Sweetwater, which also rents oil field 
tools, has service centers in the Over 
thrust Belt in Idaho and Wyoming. 

Another acquisition was Contractors 
Service and Rentals, Inc. (CSR), head- 
quartered in Charlotte, North Carolina. 
CSR is one of the largest distributors 
of industrial and construction equip- 
ment in the Southeast, with eight 
service locations in North and South 
Carolina. The firm is an addition to 
NRG¢s Rent-It subsidiary, which rents 
and sells equipment to the petroleum, 
petrochemical and construction in- 
dustries in Texas, Oklahoma, Louisiana 
and Alabama. 
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Natural Resources 


Grace Budgets $200 
Million for Energy 
Development in 1982 
1981 Expenditures Up 30 Percent 


To keep future production flowing, 
Grace Petroleum Corporation (GPC) 
added to its proved and probable re- 
serves, which rose to 132 million barrels 
of oil equivalent at year-end 1981. These 
additions boosted the reserve-to-pro- 
duction ratio to more than 12 to one, 
reflecting GPC’s strategy of steadily 
increasing the quantity of reserves. 

For GPC, planning for the future 
means adding reserves. The company 
accomplishes this with a balanced pro- 
gram of exploring and developing its 
own properties and purchasing and leas- 
ing oil acreage on a regular basis. 

In 1981 GPC spent a record $145 mil- 
lion for exploration and development, 
more than 30 percent above 1980 ex- 
penditures. The 1982 budgeted figure is 
almost $200 million—38 percent above 
the 1981 level. The increased outlays for 
exploration will enable GPC to take 
full advantage of price incentives 
offered for newly discovered oil and gas 
reserves. At the same time, the devel- 
opment of reserves from new fields not 
previously discovered will enable Grace 
Petroleum to do its part in helping the 
United States reduce its dependence on 
foreign energy imports. 

Between 1974 and 1980, GPC 
added—through exploration and 
development—an estimated 23.3 
million barrels of oil equivalent 
reserves, topping that off with an 
additional 4.5 million barrels in 1981, 
when major contributions to reserves 
were made by discovery wells in Okla- 
homa, Mississippi, Alabama and the 
Texas Gulf Coast regions. 

Continuing its aggressive exploration 
program in 1982, GPC expects to be ac- 
tive in the major U.S. basins, including 
Anadarko, Michigan, Gulf Coast 
(South Louisiana and South Texas), 
East Texas, Mississippi Salt, Williston 
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Liquid Storage Capacity Up 23 Percent 


ST Services, which is headquartered in Dallas and operates storage tanks and 
terminals for petroleum liquids and chemicals, expanded its holding capacity to 
4.9 million barrels last year—a 23 percent rise over its capacity at year-end 1980. 
The largest increase occurred at the company’ facility in Texas City, Texas, 
where the addition of eight new tanks was completed. ST also acquired a 
petroleum products storage terminal in Peru, Illinois and a bulk liquid storage 


facility in Baltimore. 


! 


ST Services, which owns and operates liquid bulk storage facilities, increased the 


capacity of its largest terminal in Texas City. 


and Western Overthrust. In addition, 
GPC will evaluate other areas where 

it and other operators are not currently 
active, specifically in the Delaware and 
Santa Maria Basins and certain areas of 
the Western Overthrust Belt. During 
1982 GPC expects to participate in 
drilling approximately 80 exploration 
wells in these basins, which, if success- 
ful, will lead to future development 
opportunities. 

This drilling program will have a mix 
of lower risk, moderate potential re- 
serve prospects and higher risk, large 
potential reserve prospects. 


NRG To Publish 
Special Report 


The Natural Resources Group is 
publishing a /98/ Special Report which 
describes in detail its operations in 
energy services; exploration, develop- 
ment and production of oil and gas; and 
coal mining. Any Grace shareholder 
may request a copy by writing: 
Shareholder Relations Department 
W.R. Grace & Co. 

Grace Plaza, 1114 Avenue of the Americas 
New York, New York 10036. 
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Western Coal 


Colowyo Nears 
Peak Output 


Grace’s Western coal mining 50-50 part- 
nerships with The Hanna Mining Com- 
pany showed production gains last year, 
with the Colowyo site in northwest 
Colorado becoming that state's largest 
surface mine. 

Colowyo achieved its 1981 output 
objective of 3.2 million tons of relatively 
high-Btu, low-sulfur steam coal, up 
from 27 million tons during 1980. 

Long term contracts call for an increase 
to 4.3 million tons by late 1983, when 
the mine will enter a sold-out position 
through 1994, with production and sales 
at the 4.3 million ton-per-year level. 

Colowyo’s customers include Central 
Power & Light of Corpus Christi, Texas 
for up to 1.5 million tons annually for 25 
years; the City of Colorado Springs, for 
600,000-700,000 tons per year over 20 
years; and Colorado-Ute Electric Asso- 
ciation, Inc. under a 35-year contract 
under which deliveries are to commence 
in late 1983. 

Another Colorado partnership, the 
Hayden Gulch mine, produced 846,000 
tons of coal during the year, exceeding 
the 553,000 tons shipped in 1980. NRG 
expects significant increases in produc- 
tion from the Hayden Gulch area over 
the next several years. NRG’ favorable 
outlook is based on its successful 1981 
bid—with Hanna—on a federal coal 
lease sale of 5,298 acres covering about 
60 million tons of strippable coal re- 
serves in northwest Colorado, adjacent 
to Hayden Gulch’ current 6.5 million 
tons of recoverable reserves. When this 
area is actively mined, the Hayden 
Gulch West site would qualify as one of 
the largest mines in the state. Devel- 
opment of this new tract is expected to 
generate three million tons of sub- 
bituminous coal per year. The projected 
dragline operation would produce low- 
sulfur steam coal for electrical gener- 
ating plants both here and abroad. 


Output Up 75 Percent 


Coal Shows Rapid Growth 


Substantial increases in Grace’s coal 
production were recorded in 1981, led 
by a particularly strong contribution 
from Eastern operations. 

The combined production of Eastern 
and Western coal partnerships in 
1981, in which Grace has interests from 
47.5 to 50 percent, was 7,140,000 tons, 
up 75 percent over 1980, In the East, 
3,138,000 tons were mined in 1981, soar- 
ing 277 percent above 1980 production 
of 833,000 tons. Western coal produc- 
tion was also up, rising to 4,002,000 
tons, or 24 percent above the 3,240,000 
tons mined in 1980. 


Eastern Coal 


The rising costs of nuclear energy, oil 
and natural gas have been encouraging 
the nation to shift to coal for its energy 
needs. With its Eastern and Western 
coal partnerships, Grace is especially 
well positioned to take advantage of this 
change in national energy priorities. 
NRG has a program to grow in the 
coal industry, particularly in the East, 
where coal is privately owned rather 
than controlled by the federal govern- 
ment. For the long term, NRG and its 
partners are acquiring coal reserves 
that can later be converted to profits as 
demand and prices for coal increase. 


Paramont Coal Acquired 


The increase in Eastern production 
was due in large part to the acquisition 
of Paramont Coal Corporation by a 
partnership in which Grace has a 
47.5-percent interest. Purchased in 
March 1981, Paramont mined 1,693,000 
tons of coal during the remainder of 
the year. 

With about 38 million tons of proved 
and probable coal reserves near Norton 
in southwest Virginia, Paramont is 
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Coal Production 
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expected to mine, process and sell 
approximately 2.3 million tons of low- 
sulfur steam and metallurgical coal 

in 1982. 

The Paramont purchase was the latest 
in a series of partnership acquisitions 
east of the Mississippi which are planned 
to secure 300 million tons of high-Btu, 
low-sulfur recoverable coal reserves and 
to produce 8 to 10 million tons annually 
by 1985. 
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Consumer 


Overview Consumer Sales Stay One Step Ahead of Sagging Economy 


Despite a tight-fisted economy, Grace 
strengthened its consumer activities 
during 1981. Sales of Grace’s consumer 
businesses totaled $1.8 billion—an 
increase of $250 million, or 16 percent, 
over 1980. 

In specialty retailing, Grace main- 
tained leadership in its two principal 
businesses—home improvement centers 
and sporting goods. A standout was 
the performance of the Home Centers 


Division. With sales of $794 million, 
$141 million or 22 percent over 1980, 
Grace continues as the largest operator 
of do-it-yourself home improvement 
centers in the United States. 

Like specialty retailing, the 
Company’s restaurants refined their 
operating procedures to increase effi- 
ciency and continued expanding their 
most successful concepts. Building on 
new trends in family dining and enter- 


Herman's Is Champ in Sporting Goods 


When Grace acquired Herman's World 
of Sporting Goods in 1970, there were 
just three Herman’s stores—all in the 
New York City area—with sales of $10 
million. In 11 years, Grace has in- 
creased the number of Herman’s outlets 
to 92, with sales of $243 million in 
1981. With stores from Massachusetts to 


Virginia and from New York to Wiscon- 
sin, Herman’s is now the country’s 
number one specialty retailer of athletic 
equipment and sports apparel, out- 
fitting everyone from amateurs to pro- 
fessionals and beginners to experts. 

A particular area of rapid sales expan- 
sion for Herman’s is athletic footwear, 


tainment, the Restaurant Group has 
developed establishments that serve a 
wide range of popular and nourishing 
foods in a variety of pleasant and lively 
atmospheres, and these new formats 
are proving successful. Additionally, the 
performance of Del Taco, which 
suffered from over-expansion in a stag- 
nant economy, has greatly improved 
and is expected to operate profitably 

in 1982. 


which now accounts for 17 percent of 
sales. The Herman’s method of provid- 
ing the proper shoe with the right 
padding for every sports endeavor has 
meant a growth in shoe sales averaging 
22 percent per year since 1976 —more 
than double this market's national 
growth rate. 


Retail Group 


Grace Retailing Serves Special Needs Western Wear, Jogging Shoes and Diamonds 


Ina year of economic uncertainty and 
sluggish consumer spending, Grace’s 
specialty retailing businesses proved 
well suited to overcoming adversity 

in the marketplace. With 504 units 
selling a wide variety of merchandise 
from hand tools to western wear, leather 
coats to diamonds, and blue jeans to 
jogging shoes, sales of Grace's Retail 
Group were $1.2 billion in 1981, up 17 


20 


percent over 1980. Operating income 
rose to $237 million. 

Grace's retail strategy is based on in- 
vesting for the future. Grace entered 
specialty retailing in 1970, acquiring 
Herman's World of Sporting Goods, and 
broadened its position six years later 
by entering the fast-growing home im- 
provement center business. Other retail 
concerns have been added since 1976. 


Today, Grace has one of the largest 
specialty retail operations in the United 
States, improving in profitability as it 
attains maturity. With leading positions 
in do-it-yourself merchandise and sport- 
ing goods, and attractive holdings in 
western wear, jewelry and leather leisure 
wear, the Company has established a 
solid base of retail businesses for further 
growth and higher return on investment. 
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Grand Opening banner salutes a new Handy Dan store in Dallas 


Industry Leader Again 


Grace Earns Top Ranking in Do-It-Yourself 


Grace once again led the do-it-yourself 
(DIY) industry in 1981 with sales of 
$794 million—a 22 percent increase 
over the previous year. What made 
Grace’s performance particularly note- 
worthy was that it came during a year in 
which high interest rates and unemploy- 
ment dampened consumer spending, 
giving the DIY industry one of its most 
difficult years. 

The acquisition of the Handy City 
chain in 1976 marked Grace's initial 
entry into the home center business. 
Through internal growth and the acqui- 
sition of established home improvement 
chains, Grace is now the largest oper- 
ator of DIY stores in the United States 
on the basis of sales to individual con- 
sumers. At the end of 1981 Grace had 
264 stores in 23 states. 

Grace home centers are predomi- 
nantly consumer-oriented, offering lum- 
ber and building materials, hardware, 
electrical goods and other supplies for 
the do-it-yourselfer. The tight mortgage 
market and the drop in new housing 
starts have spurred remodeling of exist- 
ing homes. A variety of other factors, 
such as a desire for self-fulfillment, an 
increase in leisure time and the esca- 
lating cost of contractors’ services, has 
combined to make doing-it-yourself 
more appealing than ever before. 


Each Grace home center has a strong 
identity among customers in specific 
geographic markets. Its stores are clus- 
tered regionally, and merchandise is tai- 
lored to meet the preferences of each 
area. Channel, with 89 stores, serves the 
heavily populated Northeast: Handy 
City has 53 stores in the Southeast; 
Handy Dan, Angels and Cashway oper 
ate 78 stores in the Southwest; 15 Handy 
Dan stores serve the Denver, Kansas 
City and Omaha markets; and 29 Angels 
and Orchard Supply Hardware units 
operate on the West Coast. 


Bermans Builds 
Leather Business 


Bermans The Leather Experts, a retail 
chain specializing in leather leisure 
wear for men and women, has enjoyed 
rapid growth. Founded in 1946, Bermans 
was acquired by Grace in April 1979 
when it had 22 stores. Today, Bermans 
has 65 outlets, with 15 added in 1981 
alone. Stores in Plano and Arlington 
(both Dallas suburbs) marked the first 
Texas entries, and the first store in 
Nebraska was opened last fall. 

Bermans offers a wide selection of 
leather, suede and shearling coats, jack- 
ets and vests, as well as hats, handbags, 
belts and other accessories. Inventories 
are carefully chosen to provide value 
and broad assortment. 

With an average annual sales increase 
of 23 percent since 1976, Bermans has 
embarked on ambitious expansion in its 
primarily Midwestern markets. A major 
distribution center and warehouse facil- 
ity is planned for Minneapolis to serve 
an expected 124 stores by year-end 1985. 


Bermans stimulates retail sales through 
promotional literature and special offers such 
as “The Great Bike and Jacket Give-Away"’ 
shown below. 


Consumer 


Sheplers 
Markets Western 
Wear Fashions 


Acquired by Grace in 1976, the Wichita- 
based Sheplers chain is billed as the 


“‘world’s largest western stores.” Fashion 
trends in western styling have made 
Sheplers the natural choice for an 
authentic look. 

Sheplers shoppers can outfit them- 
selves from the ground up, selecting 
their western boots from 2,500 pairs in 
stock. The typical Sheplers store carries 
enough blue jeans to outfit 50,000 men, 
women and children in denim—and 
they can pick from 150 different styles, 
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including many custom and designer 
labels. 

Following the lead of existing units, 
Sheplers is seeking expansion in areas 
where western wear is a way of life. 
Stores are located in Wichita, San An- 
tonio, Denver, Austin, Oklahoma City, 
Kansas City, Dallas and Omaha. New 
units were added in 1981 in Northglenn 
(near Denver) and Mesquite in greater 
Dallas. 


St 
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Gilbert /Robinson Opens 62nd Restaurant 


Not content with simply dining out, 
today’s restaurant customer seeks some- 
thing special in menu, decor and service. 

Serving this growing taste for that ex- 
tra dimension that will attract and retain 
customers, Gilbert/Robinson (G/R) 
opened its 50th restaurant —a Houlihan's 
Old Place in Chicago early in 1981. Since 
then, G/R opened 12 more restaurants, 
bringing its total to 62 by the end of 
the year. 

Three of these additions marked the 
entry of Houlihan’s into new territories: 
Bellevue, Washington; Lansing, Michi- 
gan; and Memphis. Houlihan’ restau- 
rants feature an eclectic decor of 
antiques and artifacts, brass, wood inlaid 
walls, wicker chairs and potted plants. 
The menu is just as varied, drawing on 
French, Oriental, Mexican, Italian and 
American cuisines. 

Other stars in the Gilbert/Robinson 
constellation include Annie’s Santa Fe, 
which features food with a Southwest/ 
Mexican flavor; Sam Wilson's, which 
captures the mood of turn-of-the- 
century rural America; Bristol Bar and 
Grill, where diners can watch fish orders 
being grilled over a mesquite fire; 


A Glittering Business 
Adds New Stores 


Specializing in watches, gold and pre- 
cious stones, particularly diamonds, 
J. B. Robinson Jewelers offers its cus- 
tomers in the Midwest, Washington, 
D.C. and Texas high quality and value 
for their money. In addition, Robinson 
personnel are trained as jewelry experts, 
and a guarantee policy assures buyers 
in all price categories of merchandise 
they can wear with pride. 

Robinson’s excellent sales and earn- 
ings record has accelerated growth 
of this chain. The 73 existing Robinson 
stores will be joined by an additional 
20 to 25 by 1983, with most going into 
major regional shopping malls. 


Fred P. Ott’s alehouses, specializing 

in hamburgers; and one-of-a-kind es- 
tablishments like the Plaza IJ] and 
Captin Jeremiah Tuttle’s in Kansas City; 
and San Francisco's famous Buena 
Vista Cafe. 


Del Taco Improves 


Del Taco Corporation (DTC) saw dra- 
matic improvement in customer accep- 
tance and financial performance in 
1981, thanks to decisive action by Del 
Taco management. 

Del Taco introduced two products 
to its menu selection—the steak 
and cheese and the ham and cheese 
burritos—combining familiar, all- 
American ingredients with distinctively 
Mexican flavor. These products have im- 
proved customer traffic by 20 percent 
over prior-year levels. Through careful 
operating controls and reduction in the 
number of active units to just under 
150, Del Taco had a positive cash flow 
in 1981 and is expected to show an 
operating profit in 1982. 

Del Taco Corporation was formed in 
1977 under an agreement with Del 
Taco, Inc. Thereafter, DTC started an 
ambitious expansion program to take 
the Mexican fast food concept outside 
its California base. Construction of 
new units was concentrated in three 
metropolitan market areas— Atlanta, 
Dallas and Houston. 


One bite of a tasty Del Taco taco leads to 
another. This helpful diagram shows the 


“correct”’ way to eat tacos. 
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Balloons and Bullfights 
Dining Extras 
At El Torito 


The taste for adventure has been leading 
restaurant-goers on the trail of ethnic 
foods and lively atmospheres. The 
Restaurant Group has managed to offer 


EI Torito-La Fiesta Restaurants com- 
bines the festive air of Mexico and 
excellent food value wherever it goes. 
Waterfalls and fountains in settings 
reminiscent of a village square together 
with cocktails served via helium-filled 
balloons, pifiatas, bicycle-riding waiters 
and lots of good clean fun make dining 
a fiesta for delighted patrons. 

New markets entered by El Torito dur- 
ing 1981 included openings in Ohio, 
Missouri and Virginia, and in Rochester, 
the first northeastern location. In addi- 
tion, festive Rosa Corona dinnerhouses 
opened in Indianapolis and Louisville. 

When acquired by Grace in 1976, 

EI Torito-La Fiesta was a 22-unit chain 
operating mainly in California. With 

10 restaurants added in 1981, the total is 
now 80 nationwide. 


Fun at Far West Trends Spark Restaurant Concepts 


Among the most recent trends in the 
restaurant industry is the tendency of 
customers to regard restaurants not only 
as places to eat, but also as arenas for 
entertainment and socializing. Grace's 
Restaurant Group has responded to this 
broadening of diners’ expectations by 
introducing new formats. 

Far West Services, Grace’s largest 
restaurant division, opened a new fun 
place to eat— Tibbie’s Music Hall, 
downstairs from Dunbar’s at the Beach, 
a dinnerhouse overlooking the harbor at 
Huntington Beach, California. 

Tibbie’s Music Hall is Far West's latest 
response to the increasing demand for 
combining dining out with family enter- 
tainment. At Tibbie’s, members of the 
Young Americans Song and Dance 
Company both wait on tables and per- 
form twice nightly. The new concept 
has met with overwhelming approval — 
reservations must be made weeks in 
advance. 

In 1981 Far West also entered into a 
licensing agreement with the Roma 


Corporation of Miami to build on the 
Tony Roma name, format and menu of 
barbecued chicken and ribs. These pop- 
ular foods are already being enjoyed by 
diners in Sandy Springs, Georgia (an 
Atlanta suburb), where a former Plank- 
house was converted to the first Grace 
Tony Roma in April 1981, followed by 
others in Smyrna (also near Atlanta) 
and in Dallas. 


Coffee Shops 

During 1981, both Coco’ and jojos re- 
vised their menus to offer new dishes 
developed in Grace’s test kitchens. New 
items feature healthy foods, including 
soup and salad combinations plus 

tasty luncheon items. Units are being 
remodeled to include cocktail lounges 
where dinner-hour patronage is heavy 
and new quiet areas for those who want 
to relax amidst colorful greenery, sun- 
filled windows and upholstered fur- 
niture. With the acquisition of Far West 
Services in 1970, Grace operated 47 
restaurants and coffee shops with $26.5 
million in sales. At year-end 1981, the 
Company had 229 coffee shops alone 
with more than $180 million in annual 
sales. 
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Corporate News 


Education 


Dartmouth’s Business School Honors 
J. Peter Grace Program Named for Grace Chairman 


The Amos Tuck School of Business 
Administration at Dartmouth College 
has officially designated its distin- 
guished speakers program “The 

J. Peter Grace Visiting Executives 
Program.” The announcement was 
made by Dean Richard R. West at a 
presentation by the Grace chairman be- 
fore a group that included students, 
faculty and Grace executives. 


Grace Foundation has made gifts 
to the Amos Tuck School for the per- 
manent endowment of the program that 
brings leading business executives to the 
Dartmouth campus in Hanover, New 
Hampshire. 

For nearly a decade, Mr. Grace has 
made annual visits to the Tuck School 
to teach a session of the Business Policy 
course. 


Media Takes Another Look 


The New Grace 


In an October cover story, Business Week 
described what it called W. R. Grace 

& Co’s “metamorphosis” during the 
36-year period of J. Peter Grace’s lead- 
ership. That change, the magazine 
reported, has resulted in the building 

of Grace into a company with 1981 
earnings of more than 30 times the $12 
million earned in 1945. 

The article focused on Grace's pro- 
gram of asset redeployment into the 
specialty chemical and natural resource 
businesses. It also detailed the ongoing 
consolidation of the Company’s con- 
sumer businesses. 

Despite these changes and the earn- 
ings growth that has resulted, Grace 
remains undervalued in the marketplace 
in the opinion of Mr. Grace, the Com- 
pany’s chairman. Perhaps a company 
that continues to turn in record earnings 
year after year will soon be recognized 
as a real value to those investors on 
Wall Street who have not kept up with 
the successful restructuring of Grace. 

Earnings growth at Grace is, of 
course, the preeminent objective of 
management. According to Mr. Grace, 
“You have to be big to take risks, and 
you have to take risks to grow.” 


Chairman J. Peter Grace greets students at Dartmouth'’s Amos Tuck School of Business Administration. 
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Volunteerism 


Foundation Increases Support 
Of Community Groups 


President Reagan, calling for private citizens and businesses to support charities 
and nonprofit groups, has asked Americans to revitalize their spirit of volun- 
teerism. One consequence of the Reagan Administration’s “new federalism,” 
which limits the federal government's role in the economy, has been increased 
emphasis on donations by corporate foundations and other private sources to 
support colleges, museums, hospitals and other organizations that once depended 
more heavily upon public funds. 

In answer to questions about the extent to which corporate foundations might 
fill the breach, Grace Foundation President Richard I. Morris answers, “While the 


Analy: sts Meet Grace Foundation cannot give money to every worthy organization, we still can— 
and do—contribute to a great many, though selectively.” 

} In January 1982—the 150th anniver- In 1981 this policy translated into grants totaling $4.1 million to more than 700 
sary of the founding of Davison organizations, an increase of $800,000 or 24 percent over 1980's total. The Foun- 
Chemical —Vice Chairman Charles H. dation plans to increase its contributions again in 1982. 

Erhart, Jr. (above) reviewed 1981 results “We think our program is pretty well balanced,” observes Mr. Morris. “About 
and 1982 prospects before the Baltimore 40 percent of Foundation money supports educational institutions, with another 
Security Analysts Society. Davison, 25 percent going to cultural activities and almost 15 percent to urban minority 
with headquarters and major facilities affairs programs. The remainder goes to a variety of deserving groups.” 
in the Baltimore area, was acquired by One example of a group that benefits from Grace Foundation giving is Broad 
Grace in 1954 and, with Dewey and Jump, an Il-year-old nonprofit corporation that offers educational enrichment to 
Almy Chemical, constituted Grace’ en- _ disadvantaged children. A Broad Jump program called ‘Prep for Prep” gets mi- 
try into the specialty chemical industry. nority children ready for demanding college preparatory schools such as New York 
Through regular meetings like this, City’s Dalton, Horace Mann and Collegiate. Prep for Prep selects highly motivated 
management continually conveys the minority children and provides them with intensive tutoring and training. 
Grace story to the national investment Contributions to Grace Foundation, which supports a broad range of nonprofit 
community. endeavors, are but one expression of W. R. Grace & Co.s commitment to programs 
that extend “beyond the bottom line.” These include such issues as equal employ- 
Environment ment opportunity and affirmative action, environmental protection, worker safety 
and community involvement. A Board Committee on Corporate Responsibility, com- 
Company Wins posed of four directors—Henry G. Parks, Jr. (chairman), John D. J. Moore, Harold 


A. Stevens and David L. Yunich—monitors Grace’s performance in each of these 


Reclamation Award areas and develops policies on the changing role of the corporation in society. 


The South Carolina Land Resources 
Commission has given its 1980-81 
Mined Land Reclamation Award to 
W.R. Grace & Co. for outstanding work 
at the L.B. Casey vermiculite mine in 
Spartanburg County, South Carolina. 
The process of reclamation consists 
of several methods of caring for land 
disturbed by mining operations. At the 
Spartanburg mine, which was fully re- 
claimed in 1981 after operations ended, 4 
the land was filled in, recontoured and » 
then replanted with a permanent alfalfa 
ground cover. | 
is 
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Project Impact, dedicated to emphasizing 
use of the arts as an educational tool, was 

one of the many programs receiving grants 
from the Grace Foundation. 


Corporate News 


TV Ads Stress 
Productivity 


W. R. Grace & Co. has launched a new 
television advertising campaign urging 
Americans to be more productive. Pro- 
ductivity is the latest in a series of topics 
featured in Grace’s TV ads. Previous 
Grace “‘issue”’ ads have called for low- 
ering the capital gains and other tax 
rates to stimulate private investment 
and boost the economy. 

First aired in mid-January 1982, one 
Grace productivity commercial shows a 
Japanese professional baseball game in 
progress, while an announcer remarks 
that “in business, the name of the game 
is productivity,” and “since 1962, Japan 
has increased its productivity three and 
a half times faster than we have.” 

“A healthy economy benefits not only 
Grace but every one of us,” says 
Antonio Navarro, who heads Grace's 
Corporate Communications Division. 

The TV advertisements, which are 
scheduled to run through mid-1982, 
have appeared on news programs 
including ABC’s “Nightline.” 


GRACE 


One step ahead 
of a changing world 


Nightly Business Report Features Economic Experts 


Grace Sponsors Public TV Business 


News Broadcasts 


Television’s first regularly scheduled daily 
newscast devoted entirely to covering 
financial and economic news was 
launched nationwide in October 1981. The 
“Nightly Business Report,” transmitted 
live by satellite each weekday night from 
7:00 to 7:30 p.m. E.ST., is being par 
tially underwritten by a grant from 

W.R. Grace & Co. 

The “‘Nightly Business Report,” 
produced by station WPBT in Miami, 
offers a summary of the day’s major busi- 
ness news and a comprehensive Wall 
Street report, in addition to background 
information, analysis, commentary and 
profiles of business people. 
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Included among the show’s distin- 
guished commentators are supply-side 
economist Arthur Laffer, petroleum 
expert Dan Lundberg and former 
White House economic advisor 
Alan Greenspan. 

Chairman J. Peter Grace believes the 
program “may be a sign of the times. 
There is renewed interest in business 
issues in this country,” observed 
Mr. Grace, “and this program is but 
one result of it. If the ‘Nightly Business 
Report’ produces more in the way of 
public understanding of our business 
system, then this grant will have been 
well spent.” 


Selling the President’s 
Tax Program 


Newspaper and TV Ads, Senate 
Testimony and Lectures Are 
Advocacy Forums 


Reacting strongly to warning signs of a 
sagging U.S. economy, W.R. Grace & 
Co. took the debate on income taxes to 
the people in 1981, campaigning 
independently for President Reagan’s 
program of economic reform. 

In Senate testimony, in speeches 
around the country and on television, 
Chairman J. Peter Grace argued for 
passage of the President’s tax reform 
package, inflation adjustments on 
personal and corporate income and 
elimination of the capital gains tax. 

Backed by detailed statistical charts 
that chronicle the decline of U.S. pro- 
ductivity versus other countries, partic- 
ularly Japan, Mr. Grace told audiences 
to blame “big government” rather than 
“big business.” 

“There is a close relationship between 
the growth of government in the United 
States and poor economic performance,” 
he told a November meeting of the 
Harvard Agribusiness Club in Boston. 

Mr. Grace’s cure for the nation’s weak 
economic showing calls for a reduction 
in government spending and new incen- 
tives to save and invest. These incentives 
include lowering marginal income tax 
rates on businesses and individuals and 
reducing the maximum tax on personal 
income to 36 percent. Other parts of the 
cure prescribed by Mr. Grace are a bal- 
anced budget over the business cycle and 
increased reliance on consumption 
taxes. 


Bracket Creep 

In a national newspaper advocacy adver- 
tising campaign, the Company explained 
the effect of “tax bracket creep” on indi- 
vidual incomes. “The bracket creepers 
will get you if you don’t speak out!”’ 
proclaimed one newspaper ad headline. 
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for at least the next decade. Because of 
its importance to all of us, we felt com- 
pelled to speak out, to give the public 
another point of view on inflation and 


So positive was the response from 
newspaper readers that Mr. Grace 
decided to deliver a 60-second message 
on cable television to explain the effects 


“Your advertising campaign has 
served the interest of all Americans. I 
am grateful that your public-spirited 
efforts have assisted the progress of legis- 


of bracket creep on personal disposable 
income. In his televised economic 
message, Mr. Grace asked the viewing 
public to write to the Chairman of the 
House Ways and Means Committee to 
demand that bracket creep be stopped. 


its impact. If the public learned some- 
thing it didn’t know before, then we 
have done a service for the country.” 


Presidential Thanks 
President Reagan won his tax battle 


lation that will enable our people to 


THE WHITE HOUSE 
wasrencTon 
July 27, 1962 
Dear Mr, Grace: 
Attempting to gain the adoption of my 


This “advocacy advertising’’ was in- 
tended to make the public more aware 
of the legislative debate in Washington. 
“That debate,” said Mr. Grace, “will 
determine the future of this economy 


when the Economic Recovery Tax Act 
of 1981 became law in August. And 
soon after the issue was decided, the 
President sent a personal letter of 
thanks to Mr. Grace. It read, in part: 


Administration's Program for Economic 
Recovery has required constant new 

ressions of public support for the 
policies that we have advocated. Follow- 
ing the course of the public discussion 
on our tax proposals, IT have been impressed 
by the number of times that your advertise- 
ments have influenced the thinking of the 
major newspapers in the nation. In turn, 
your message has reached the American people. 


Your advertising campaign has served the 
interest of all Americans. 1 am grateful 

that your public-spirited efforts have 
assisted the progress of legislation that 
will enable our people to receive some tax 
relief in each of the next three years. On 
behalf of those taxpayers, and on behalf of 
all who will benefit from economic recovery, 
thank you very much. 


Sincerely, 


Qevand (nge 


Mr. Peter Grace 

WLR. Grace and C 

1114 Avenue of the Americas 
New York, New York 10036 


The Bracket Creepers will get you 
If you don't speak out! 


Tox bracket creep results from inflation pushing you into higher and higher tox brackets, 
And some Congressmen want to continue this bracket creeping, taking more and more 
of your money for bigger and bigger government. 


Let's look at their record: 
THE BRACKET CREEPERS’ RECORD | 
__Gros Income in Coratont 1972 $__ 


receive some tax relief in each of the 
next three years. On behalf of those tax- 


The following shows, for the whole economy, 
the clarming extent of tox bracket creep: 


$30, 


PD SERGE TS SL EMAL CRE) payers, and on behalf of all who will 
| a, benefit from economic recovery, thank 
| oe ad 
ar cha Te you very much. 
1983 78.0 75 
1984 3.6 109.5 
ens one will nas 63%e7a86 They Reve Pieameiesk maiteaeca tei Book of Charts 
lready decimated if income, and 
Saanischian eee The Reagan compromise proposal would offset In the course of the year, Mr. Grace's 


98% of the $237 billion tox increase resulting 
from tax bracket creep for 1981-1984, but none 
of the accumulated $154 billion creep since 
1972. \tis almost unbelievable that some 
Congressmen refuse to let you have even this! 


President Reagan campaigned to reverse this— 
cand won. Yet, he has had to compromise, and 
his current proposal will not reverse this trend: 


statistical references were collected and 
published in a book, “Charting a 
Course for America’s New Beginning.” 
Distributed by the American Legislative 


REAGAN COMPROWESE vs. Vt BRACKET CREEPERS The extent of the Reagan compromise can be 
seen as follows: 


| ‘Attar Vos cee to Consent 1972'S ORIGINAL AND COMPROMISE TAX CUT PROPOSALS, 


le Soe a Sm Sorineamsccrcne Exchange Council, a nonprofit research 
| Sm ae wow rae | Pa fs “Fle ‘a | group based in Washington, D.C., the 
~~~ he Sikecrenton ~~ | 3 ties 1091 (3 | book contains 149 charts used to make 
ee anos ttsa Tt |e mows (cn | the case against big government and 


for the revival of private initiative. 
Under the current law, you will be 5%-13% 
poorer in 1984 than you were in 1972, even if 
your salory keeps up with inflation. President 
Reagan's compromise reduces the gap !0 
2%-6% - not enough, but a help. What ever 
happened to the American Dream? 


Originally, President Reagan pr 

eliminating 121% of bracket creep ~ 0 real tox 
cut, But the bracket creepers watered this down 
toonly 98%- which is 0 real tox increase - and 
now they refuse to even go along with this 
compromise! 


Media Attention 

Stories have appeared in newspapers 
about Mr. Grace’s speeches, and editorial 
writers have commented on them. 

In October, Mobil Corporation took 
space in The New York Times to 

discuss the Grace economic viewpoint. 
Mobil’s message is printed on the fol- 
lowing page. 


IS YOUR CONGRESSMAN A BRACKET CREEPER? 


This issue is now being debated in Congress. Write to Dan Rostenkowski, Chairman of 
the House Ways & Means Committee and to your Representative, and tell them once 
again that you support the President and his tax proposals. The Administration's 
proposals clearly don't go far enough, but they are, at least, a start towards a real 
change for the better. If you don't speak out now, the bracket creepers in Congress will 
get you again, and you and your children will have to live with the results for at least 
the next decade 


One step ahead ofa 
changing world, 
p41 
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Chemicals 


Natural Resources 


Consumer 


This Is Grace 


A worldwide network of production, 
marketing and research facilities supports 
Grace’s specialty and agricultural chemical 
businesses. Proprietary technology, expert 
customer service and efficient production 
and distribution provide the essential 
foundation for the specialty chemical busi- 
ness. Products are sold for both industrial 
processing applications and other end uses. 
Agricultural chemical operations include 
the production of phosphate- and nitrogen- 
based fertilizers as well as cattle breeding 
and animal feed and feed supplements. 


Grace’s energy investments are geared to the 
exploration for and production of oil, gas 
and coal, the operation of contract drilling 
rigs onshore and workover rigs offshore, 
energy services and rental tools and equip- 
ment for the petroleum industry. Other 
businesses include the storage and trans- 
mission of bulk liquids, the rental and sale 
of equipment to the petrochemical and 
construction industries and the manufacture 
of paper products. 


1982 Outlook 


Continued recession in the United States 
and Europe during at least the first half of 
1982 will adversely affect Grace's specialty 
chemical results. Despite economic uncer- 
tainties, however, we expect that earnings in 
1982 of our specialty chemical business 

will exceed the prior year. Agricultural 
chemical performance is most difficult to 
forecast since the business is heavily 
influenced by such external factors as farm 
income, crop plantings, export demand and 
weather conditions. In the short term we 
expect the earnings of our Agricultural 
Chemicals Group for the first half of 1982 to 
be lower. Furthermore, depressed condi- 
tions in the United States and world farm 
economies present obstacles to an improve- 
ment in results over 1981. 


Despite lower oil prices and a current 
worldwide oversupply of petroleum products, 
we expect our natural resource earnings to 
rise in 1982. The increase is expected to 
come from all major areas of the business— 
energy services, petroleum and coal. With 
its almost exclusive focus on the United 
States, Grace’s energy business should par- 
ticularly benefit from price deregulation and 
the stepped-up effort to replace imports 
with domestic production. Continued ex- 
pansion is planned for exploration, devel- 
opment and production activities in oil, gas 
and coal. Additional investment in energy 
services is also anticipated. 


Specialty retailing and restaurants are 

the focus of Grace’s consumer operations. 
Skilled merchandising combined with dis- 
tinctive selling formats are the common 
denominators in retailing jewelry, sporting 
goods, leisure apparel and home improve- 
ment units. Grace restaurants offer over 

40 different formats ranging from dinner- 
houses and theme restaurants to coffee shops 
and fast food. 


The improved performances of Grace's 
specialty retailing and restaurant businesses 
in the difficult economic environment of 
1981 indicate further advances in the year 
ahead. As the economy climbs out of 
recession, prospects for both activities are 
good, and sales and earnings should grow 

at a rate even faster than that of Grace 

as a whole. 
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Sales 1981* 


US./Canada 
80% 


Operating Income after Taxes 1981* 


US./Canada 
| 78% 


“Excludes divestment program 


Worldwide Operations (/980 and 1979 restated) 
The following table provides a geographic breakdown of sales and operating income (loss) after 
taxes in 1981, 1980 and 1979 by line of business: 


Operating Income 
Sales (Loss) after Taxes) 
(S millions) 1981 1980 1979 1981 1980 1979 
United States /Canada 
Chemical 
Specialty/Chemed....... $1,430 $1,308 $1,149 $107.1 $92.0 $ 86.7 
Agricultural ii. .50052 676 701 579 47.8 69.3 29.1 
Total Chemical...... 2,106 2,009 1,728 154.9 161.3 115.8 
Natural Resources......... 880 594 391 165.8 100.4 53.9 
Consumer 
Specialty Retailing ...... 1,208 1,031 830 23.7 21.9 18.5 
Restaurant iio. cic oss 598 525 320 2.5 (11.2) 3.0 
Total Consumer ..... 1,806 1,556 1,150 26.2 10.7 21.5 
ONE ese Aes neces 371 379 369 77 3.2 5.5 
Total United States/ 

CAGAA in. c bem serie: 5,163 4,538 3,638 354.6 275.6 196.7 
Europe 
Chemical 

Specialty/Chemed....... 672 754 662 41.9 49.8 49.5 

Agricultural ............ — 5 7 = — — 

Total Chemical...... 672 759 669 41.9 49.8 49.5 
Natural Resources......... — a (5) ce) 4 
OUR coca sis 5 cia Sietspnare 224 284 271 9.1 11.5 7.9 
Total Europe: cscs cian 896 1,043 940 50.5 61.8 57.8 
Latin America, Far East 
and Other Areas 
Chemical 

Specialty/Chemed....... 219 192 163 24.2 19.9 16.0 

Agricultural............ 45 61 60 12.9 15.9 4.0 

Total Chemical.... . 264 253 223 37.1 35.8 20.0 
Natural Resources. ........ 93 131 123 13.3 10.3 19.0 
ORE retarina ve im anes 7 i 7 3 _ 6 
Total Latin America, 

Far Eastand OtherAreas. 364 391 353 50.7 46.1 39.6 
Total Operations.......... 6,423 5,972 4,931 455.8 383.5 294.1 
Divestment Program® ..... 98 164 395 2.8 (10.5) (.7) 

fC a eres onsen $6,521 $6,136 $5,326 $458.6 $373.0 $293.4 


Grace's net investment in operations outside of the United States was $497.3 million in 1981, 


$4677 million in 1980 and $409.3 million in 1979, an increase of $29.6 million, or 6.3% in 


1981 and $58.4 million, or 14.3% in 1980. 


() Operating Income (Loss) after Taxes is computed before gains (losses) on disposal of businesses, foreign currency 


translation related to FAS No. 8 and allocation of general corporate overhead, general corporate interest and interest on 


debt of certain domestic subsidiaries. 


on future disposal has been recorded. 


(2) Represents the sales and operating income (loss) after taxes of units disposed of and units for which provision for loss 
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Financial Data by Line of Business 1977-1981 Average Average 
($8 millions—1977-1980 restated) Annual Annual 
Growth Growth 

Sales Rate Operating Income (Loss) after Taxes” Rate 


1981 1980 1979 1978 1977 1977-1981 1981 1980 1979 1978 1977 1977-1981 


Specialty $1,941 $1,891 $1,652 $1,382 $1,220 12.3% $150.9 $140.2 $132.4 $108.3 $ 93.5 12.7% 
% of Total Operations” 30 32 34 36 36 33 36 45 49 48 
Chemed $ 380 $ 363 $ 322 $ 282 $ 248 11.3% $ 22.3 $ 21.5 $ 19.8 $ 17.4 $ 16.0 8.7% 
% 6 6 6 7 7 5 6 7 8 8 
Agricultural $ 721 $ 767 $ 646 $ me $ 489 10.2% $ 60.7 $ 85.2 $ 33.1 $ 25.3 mee 24.1% 
% Il 13 13 15 13 22 Il 12 

oo. esr aoe in st ee 11.7% ae Lege a we 5151 14.7% 


Natural Resources 
Natural Resources $ 973 $ 25 $ 514 $ 363 $ 300 34.2% $178.6 $111.2 $ 73.3 $ 29.3 $ 24.0 65.2% 
% a 12 11 10 9 39 29 25 14 13 


Specialty Retailing $1, aes $1,031 $ 830 $ 470 $ 376 33.9% $ 23.7 $ 21.9 $ 18.5 $ 14.8 $ 13.7 14.7% 


% 17 17 12 1 5 6 6 a 7 
Restaurants $ 598 $ 525 $ 320 $ 242 $ 194 32.5% $ 2.5 $(11.2)$ 3.0 $ 7.8 $ 7.4 (23.8)% 
% 9 9 6 6 6 1 (3) 1 J 4 


Total Consumer 
% 


Other 


$1,806 $1,556 $1,150 $ 712 $ 570 33.4% $ 26.2 $ oe $ ae $ 22.6 $21.1 5.6% 
28 26 23 18 17 6 10 11 


$6,423 $5,972 $4,931 $3,887 $3,377 17.4% $455.8 $383.5 $294.1 $218.7 $194.7 23.7% 
100 100 100 100 100 100 100 100 100 100 


Divestment Program” $ 98 $ 164 $ 395 $ 609 $ 825 — $ 2.8 $(10.5)$ (.7) $ 8.7 $ 13.5 _ 

——————eeEeeEeeEeEeeEeEeeEeEeeEeEeeeeEeEeeee et 
Total $6,521 $6,136 $5,326 $4,496 $4,202 11.6% $458.6 $373.0 $293.4 $227.4 $208.2 21.8% 

ee eS eee nnn ne EEE EN 


Total Operations 
% 


Operating Income (Loss) after Taxes is computed before gains (losses) on disposal of businesses, foreign currency translation related to FAS No. 8 and allocation of general 
corporate overhead, general corporate interest and interest on debt of certain domestic subsidiaries. For this table, taxes are computed substantially on a separate return basis 
for each subsidiary and division of Grace. In the case of each U.S. subsidiary and division, benefits for all generated investment tax credits and operating losses, if any, 
are recognized currently, 

®) All italicized numbers represent percentages of Total Operations. 

© Represents the sales and operating income (oss) after taxes of units disposed of and units for which provision for loss on future disposal has been recorded, 
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Lines of Business Markets Principal Products & Trade Names 


Packaging Cryovac plastic bags & film, Airmold containers 

Construction Zonolite insulation, Darex cement additives, Bituthene waterproofing 

Oil & Gas Davison cracking catalysts, rare earths & gas adsorbents, Eccofloat flotation modules 
Specialty Container Darex sealing compounds 

Automotive Teroson adhesives & sealants, Daramic battery separators, Davison auto catalysts 

General Industry Syloid silica gel, Davison molecular sieves, Eccobond adhesives & coatings 

Graphic Arts Letterflex printing systems, Polyfibron printing blankets, TEC web offset dryers 


Chemical Intermediates Evans sulfur compounds, Daxad dispersants, Daratak emulsion polymers, 
Hampshire HCN derivatives, pharmaceutical & herbicidal intermediates 


Environment Dearborn pollution control, water & waste treatment chemicals 
Chemed Hospital Services Vestal disinfectants, DuBois cleaning compounds 

Residential Roto-Rooter services 
Agricultural Crop Production Phosphate- & nitrogen-based fertilizers 

Animal Husbandry ABS animal genetics, Walnut Grove & Farr Better feeds 


TRG onshore contract drilling, HOMCO oil field services, Booker offshore 


workover & well completion services, Rent-Jt equipment rental & sale, 
ST Services storage & pipeline facilities, DMI drilling mud supplies 


Allwoods, Angels, Cashway, Channel, Handy City, Handy Dan, Orchard 


Specialty Retailing Sporting Goods Herman's World of Sporting Goods 
Jewelry J. B. Robinson Jewelers 
Leisure Apparel Bermans leather apparel, Sheplers western wear 
Coffee Shops Coco’, jojos 
Fast Food Del Taco 
Restaurants Dinnerhouses Reuben's, Plankhouse, Moonraker 
Mexican EI Torito, Who-Song & Larry's Cantina, Rosa Corona 
Specialty Baxter's, Chanteclair, McFadden'’s Bayside, Dunbar’s, Tibbie's Music Hall 


Theme Houlihan's Old Place, Annie's Santa Fe, Reuben E. Lee, Gorda Liz 
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Capital Expenditures, Net Fixed Assets, and Depreciation, 
Depletion and Lease Amortization (1980 and 1979 restated) 
The following table shows capital expenditures, net fixed assets, and depreciation, depletion and 
lease amortization by line of business and by geographic location for 1981, 1980 and 1979: 


Capital Expenditures/ 


Working Capital 
Provided by Operations 
($ millions) 
$700 
600 
ie ie 
7 
400 
300 


1977 1978 1979 1980 


smence. Capital Expenditures 
eowemoms Working Capital 
Provided by Operations 
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1981 


Depreciation, 
Capital Depletion and Lease 
Expenditures Net Fixed Assets Amortization 
(8 millions) 1981 1980 1979 1981 1980 1979 1981 1980 1979 
By Line of Business 
Chemical 
Specialty............ $127 $134 $108 $ 553 $ 492 $ 411 $ 62 $51 $ 45 
Chemedi a6 sini. scxsee 11 10 11 44 45 38 4 4 3 
Agricultural ........ 42 27 18 218 210 236 28 (27 28 
TotalChemical.... 180 171 137 815 747 685 94 82 76 
Natural Resources... . . 339 321 165 961 708 451 78 63 51 
Consumer 
Specialty Retailing .. 44 64 65 304 284 225 22 19 14 
Restaurant ......... _ 66" 90 125 365 340 224 33 26 13 
TotalConsumer... 110 154 190 669 624 RGD ASS. 8S. ROE 
(0, LTT Ne re OR ers Eley | 8 10 46 46 48 5 6 5 
Total Operations ...... 636 654 502 2,491 2,125 1,633 232 196 159 
General Corporate. ... . 20 2 1 30 13 14 3 2 1 
Divestment Program*. . Lo 11 8 32 50 a Gi Arn 
35) Feri wan Aa $657 $658 $514 $2,529 $2,170 $1,697 $238 $204 $169 
By Geographic Location 
United States/Canada.. $566 $582 $457 $2,209 $1,880 $1,431 $201 $168 $133 
[iT >. RA eR Ar es 62 59 36 227 189 149 22 19 17 
Latin America, Far East 
and Other Areas. .... S13 9 55 56 53 9 9 9 
Total Operations ...... 636 654 502 2,491 2,125 1,633 232 196 159 
General Corporate— 
United States....... 20 2 1 30 13 14 3 2 1 
Divestment Program*. . 1 2 11 8 32 50 reat) 9 
ce Tl ae ee ere $657 $658 $514 $2,529 $2,170 $1,697 $238 $204 $169 


“Represents units disposed of and units for which provision for loss on future disposal has been recorded. 


Major capital expenditure projects undertaken in 1981 included: purchase of new drilling rigs; 
partial construction of three organic chemical plants in Deer Park, Texas; construction of a new 
printing blanket plant in Morristown, Tennessee; construction of a molecular sieve plant in 
Valleyfield, Quebec; construction of a new battery separator plant in Selestat, France; construc- 
tion of a diammonium phosphate plant in Bartow, Florida; purchase, exploration for and devel- 
opment of coal, oil and natural gas producing properties; and specialty retailing and restaurant 
expansion programs. 

Major capital expenditure projects undertaken in 1980 included: purchase of new drilling rigs; 
domestic and foreign expansion of flexible packaging materials operations; partial construction of 
a new plant in Selestat, France and expansion of the existing facility in Hamburg, West Germany 
for the production of battery separators; purchase, exploration for and development of coal, oil 
and natural gas producing properties; and specialty retailing and restaurant expansion programs. 

Major capital expenditure projects undertaken in 1979 included: construction of alumina and 
three-way auto emission-control catalyst plant in Curtis Bay, Maryland; expansion of petroleum 
cracking catalyst manufacturing facilities in Lake Charles, Louisiana; purchase of drilling rigs; 
purchase, exploration for and development of oil and natural gas producing properties; and 
specialty retailing and restaurant expansion programs. 

Grace expended approximately $30 million, $15 million and $12 million for pollution control 
compliance in new and existing plant facilities during 1981, 1980 and 1979, respectively. 

Grace estimates that capital expenditures in 1982 will exceed $700 million, which includes an 
estimated $34 million for pollution control compliance. 
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Sales by End Market 


(8 millions) 


PACKAQING cece es spark 3 


Construction . 
Oil and Gas. . . 
Container... . 


AUTOMOTIVE: ciesaic tress citniaa nisin 
General Industry ...... ia. 
‘Graphic Arte). o5.0<0 50:31. 


Chemical Intermediates 


Specialty Chemicals 


1980 % Change 


$ 550 
333 


6.4% 
6.6 
8.7 
1.2 
(1.2) 
(1.3) 
3.7 
(4.5) 
(27.9) 


2.6% 


Key Plant Locations Worldwide by Division 


Davison Chemical 

HQ: Baltimore, Md. 
Plants: South Gate, Calif. 
Lake Charles, La. 
Baltimore, Md. 
Valleyfield, Quebec 
Chattanooga, Tenn. 


Dewey and Almy Chemical 
HQ: Lexington, Mass. 
Plants: San Leandro, Calif. 
Montreal, Quebec 

Atlanta, Ga. 

Canton, Mass. 

Woodbury, N.J. 


Organic Chemicals 
HQ: Lexington, Mass. 
Plants: Owensboro, Ky. 
Nashua, N.H. 
Waterloo, NY. 

Deer Park, Tex. 


European Darex 

HQ: Lausanne, Switzerland 
Plants: St. Neots, England 
Epernon, France 

Selestat, France 

Hamburg, West Germany 
Milan, Italy 

Barcelona, Spain 


European Technical Products 


HQ: Suresnes, France 
Plants: Slough, England 
Steinbach, France 
Heidelberg, West Germany 
Bollate, Italy 


Cryovac 

HQ: Duncan, S.C. 

Plants: Cedar Rapids, lowa 
Simpsonville, S.C. 

Iowa Park, Tex. 


Construction Products 
HQ: Cambridge, Mass. 
Mines: Libby, Mont. 
Enoree, S.C. 

Plant: Chicago, Ill. 


Polyfibron 

HQ: Lexington, Mass. 
Plants: Owensboro, Ky. 
Acton, Mass. 

Adams, Mass. 

De Pere, Wis. 
Morristown, Tenn. 


European Chemicals 

HQ: Lausanne, Switzerland 
Plants: Teesside, England 
Worms, West Germany 
Helsingborg, Sweden 


Pacific-Interamerican 

HQ: New York, NY. 

Plants: Quilmes, Argentina 
Melbourne, Australia 

Sao Paulo, Brazil 

Tokyo, Japan 

Mexico City, Mexico 
Porirua, New Zealand 
Valencia, Venezuela 
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Research and Development 
Expenses 1981 


New Products 
34% 


Existing Products 


| 
Basic & Other 
5% 


New Investments 
13% 


Chemed Earnings Per Share* 
Dividends Per Share* 


$1.97 


1977 1978 1979 1980 1981 


Earnings Per Share 
5-year average annual growth rate = 14.2% 
Dividends Per Share 
5-year average annual growth rate = 17.4% 


Current annual dividend rate (Feb. 1982) 
$1.25 per share 
*Adjusted for 2-for-1 stock split 
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Specialty Chemicals 


Research and Development (1977-1980 restated) 

Grace’s research and development is directed toward improving and expanding existing busi- 
nesses and the development of new businesses and investment opportunities. The distribution of 
this effort among major research and development objectives is shown in the following table: 


($ millions) New Products 
Existing Compatible New Business _ Basic Research 
Products & with Existing & Investment Technical Divested 

Year Processes Businesses Opportunities Information Units Total 
MOTT 052 $14.9 $10.0 $3.4 $9 $3.1 $32.3 
1978... 15.1 14.5 4.0 * 3.0 37.3 
19D.- 5: 18.7 16.5 4.1 6 2.5 42.4 
1980... 20.2 16.3 5.7 2.1 rid 45.0 
1981... 26.0 18.6 7.4 2.4 3 54.7 


Laboratories associated with the Company's manufacturing divisions in the United States, 
Europe and the Far East carry out most of the development aimed at supporting existing 
products and processes and much of the new product work to expand their current businesses. 


The Corporate Research Division in Columbia, Maryland is responsible for generating the new 
technologies and products needed to expand existing businesses and position Grace to par 
ticipate in new technical business areas. Current examples of these activities include: new tech- 
nology to enhance Grace's position as a supplier of corrosion control and bonding materials to 
auto manufacturers in Europe and the United States; specialty chemical products tailored to 
improve the efficiency of drilling oil and gas wells; and new processes for specialty organic 
chemicals based on advances in catalysis. 


The Research Division also is the focus for the Company’s biotechnological developments. 
Programs to develop bioprocesses for specialties such as amino acids are supplemented by a 
broad spectrum of directed and long-range fundamental contracted research at leading univer- 
sities and genetic engineering companies. 


In 1982, the Company plans to increase research spending to approximately $63 million, with 
an emphasis on expanding the Research Division's programs in biotechnology, catalysis and 
engineering research. 


Chemed Corporation 


Chemed Corporation, an 84%-owned subsidiary as of December 31, 1981, is primarily a 
specialty chemical company. Chemed’s products and related equipment and services are manu- 
factured and marketed nationally and internationally for use in a wide variety of applications, 
including industrial and institutional cleaning and maintenance, water and waste treatment 
(including residential sewer, drain and pipe cleaning services and products provided by 
Chemed’s Roto-Rooter Group) and health care. Chemed maintains an additional interest in 

the health care field through its 24% ownership of the common stock of Omnicare, Inc., a health 
care company formed in 1981 through the contribution of certain health care units previously 
owned by Chemed and by Daylin, Inc., another Grace subsidiary. 


Chemed’s net income reached $36.4 million in 1981, representing an increase of 27% over the 
$287 million earned in 1980, Earnings per share of $1.82 in 1981 were 24% higher than the 
$1.47 earned in 1980 (as adjusted for a 2-for-1 stock split on November 10, 1981). Chemed’s sales 
rose to $352.9 million, an increase of 14% from the $308.4 million recorded in 1980. 


Net income and earnings per share for 1981 included non-operating items totaling $5.3 mil- 
lion and 27 cents per share, respectively. These items include a gain on the sale of 770,000 shares 
of the common stock of Omnicare in a public offering and a tax benefit resulting from the sale 
ofa minority interest in an Australian licensee. In 1980, non-operating items totaled $2.2 
million, or 11 cents per share, including a gain on the sale of an investment in Quaker Chemical 
Corporation, a gain from the disposition of certain fixed assets and favorable tax adjustments. 
Excluding these non- operating items from both years, Chemed’s net income for 1981 would 
have been $31.1 million compared with $26.5 million in 1980, an increase of 17%. Earnings per 
share, exclusive of non- operating items, were $1.55 in 1981, 14% over 1980's $1.36 per share. 
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Specialty Chemicals 


Chemed classifies its operations principally in four business segments. Contributing 50% 

of pretax operating profit in 1981, Chemed’s water and waste treatment and air pollution control 
businesses represented its largest segment. Specialty industrial chemicals provided 30% of 

pretax operating profit and institutional food service chemicals generated 14%. Health care 
products, primarily of a specialty chemical nature, contributed 6% to 1981 pretax operating profit. 


In August 1981, Grace and Chemed announced a plan to restructure Chemed, thereby making 
it an independent, publicly held corporation. The plan involved the exchange of Grace's entire 
holdings of Chemed stock for the stock of a new corporation comprised of the assets and business 
of Chemed’s Dearborn Group (engaged primarily in the water and waste treatment chemical 
business) plus $185 million in cash. (For further discussion of this transaction, see page 11 of this 
report.) The plan was completed in March 1982. 


Sales and pretax operating profit for Chemed by business segment are shown below: 


($ millions) 1981 1980 1979 1978 1977 
Sales from Continuing Operations* 
Water, waste treatment and 


airpollution control.............. $130.5 $110.3 $ 94.4 $ 79.5 $ 68.0 
Specialty industrial chemicals ........ 122.4 107.2 101.9 89.5 80.9 
Institutional food service chemicals .. . 74.9 66.8 58.9 Sock 49.9 
Health care products and services .... . 25.1 24.1 20.3 17.3 12.9 

Wha) eck se ohne overeat $352.9 $308.4 $275.5 $241.4 $211.7 


Pretax Operating Profit from 
Continuing Operations* 
Water, waste treatment and 


air pollution control .............. $ 25.8 $ 22.0 $ 19.7 $17.4 $ 14.7 
Specialty industrial chemicals ........ 15.8 14.0 15:5 1527 12.0 
Institutional food service chemicals .. . = AS | 6.0 6.9 9.1 8.0 
Health care products and services ..... 3.3 2.6 2.1 1.8 1.4 

BTL! Caesuie ages #7 =e eras ee eae $ 52.0 $44.6 $ 44.2 $ 42.0 $ 36.1 


*Data are shown on a continuing operations basis, i.e., excluding certain businesses sold in 1978 and health 
care subsidiaries contributed to Omnicare in 1981 and before giving effect to the plan restructuring 
Chemed under which the stock of a new company comprising the Dearborn Group and other assets was 
transferred to Grace. 


Sales from Continuing Operations Income from Continuing Operations 
($ millions) ($ millions) 
$352.9 $36.4 


1977 1978 1979 1980 1981 1977 1978 1979 1980 1981 


S-year average annual growth rate = 13.6% 5-year average annual growth rate = 19.6% 


Chemed’s common stock is traded over-the-counter under the symbol CMED. Copies of 

its 1981 Annual Report and Form 10-K are available by writing: Cheryl D. Hodges, Director 
of Corporate and Investor Relations, Chemed Corporation, 1200 DuBois Tower, Cincinnati, 
Ohio 45202. 
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Agricultural Chemicals 


Phosphate Rock Reserves 


Technologically mineable 450,000,000 


Sales 

(8 millions) 1981 1980 % Change 

Fertilizer $544 $588 (7.5)% 

Production and marketing (includes phosphate 

rock mining and upgrading to phosphate-based 

fertilizers; ammonia production and upgrading 

to nitrogen-based fertilizers; mixed, blended 

and fluid fertilizers) 

Feed & Feed Supplements 140 146 (4.1) 

Production and marketing (includes Farr Better 

Feeds specializing in cattle feed and Walnut 

Grove specializing in hog feed) 

Animal Husbandry 37 33 12.1 

American Breeders Service artificial 

insemination of dairy and beef cattle 

Total $721 $767 (6.0)% 
1981 Rated Annual Capacities“? (Product tons, except as noted) 

Nitrogen Products Phosphate Products 

Ammonia 1,228,000 Phosphate rock 4,600,000 

Urea 465,000 Phosphoric acid (100% P,Os) 517,000 

Nitrogen solutions 330,000 Concentrated phosphates 1,175,000 

Ammonium nitrate 120,000 

Ammonium sulfate 90,000 Mixed/Blended/Fluid Fertilizers 1,522,000 


Phosphate Rock Production 


Current annual rate 4,400,000 
Years of production 
at current annual rate 100+ 


Ammonia 

Memphis, Tenn. 
Woodward, Okla. 
Trinidad & Tobago, W.1. 


Urea 
Memphis, Tenn. 
Trinidad & Tobago, W.1. 


Nitrogen Solutions 
Wilmington, N.C. 
Woodward, Okla. 


Ammonium Nitrate 
Wilmington, N.C. 


Key Plant Locations 


Phosphoric Acid & Concentrated Phosphates 
Bartow, Fla. 


Phosphate Rock 
Polk County (Bartow), Fla. 


Mixed /Blended/Fluid Fertilizers 
Joplin, Mo. 

Henry, Ill. 

Columbus, Ohio 

Wilmington, N.C. 

New Albany, Ind. 

San Juan/Guanica, P.R. 


Feed & Feed Supplements 
Hereford, Tex. 

Guymon, Okla. 

Garden City, Kan. 
Atlantic, lowa 

Cherokee, lowa 

West Liberty, Iowa 


Animal Husbandry 
De Forest, Wis. 
Wellington, Colo. 


The production capacities shown do not necessarily represent actual operating capacities, since some 
facilities are designed to produce two or more types of products which cannot both be produced at the same 
time. Data shown reflect Grace's share of three partnerships in which Grace owns 50% or less and 100% of 
Trinidad Nitrogen Co. (Grace ownership share 49%) from which Grace receives 100% of production. 


Includes Bonny Lake, Hooker's Prairie, Manatee North and South as of December 31, 1981 and Grace's 


share of Four Corners when production begins in 1983. 


38 


Financial and Statistical Review 


Natural Resources 


Energy Services 


% Utilization 


1977 1978 1979 1980 1981 


ween. TRG 
+w~wemcs Total U.S. (onshore and offshore) 


TRG Drilling Corp. Contract drilling; 101 rigs providing drilling services used in the process of 
discovering oil and gas reserves. Over 50% of rig fleet has a depth capacity greater than 15,000 feet. 


Booker Drilling Company, Inc. Well completion and workover; 25 rigs serving oil companies 
operating in the Gulf of Mexico. 


Drilling Mud, Inc. Drilling mud products and services used in the process of drilling for oil and 
gas; 53 U.S. distribution points in II states. 


HOMCO Fishing and cutting, freepoint and backoff, tool rental, gas measurement services and 
drill collar manufacturing; 36 U.S. district locations; four locations in Canada; five foreign locations. 


Rent-It Inc. Rental and sale of construction equipment; 32 distribution points in six states. 


ST Services Owns and operates bulk liquid storage facilities for petroleum products and liquid 
chemicals; 4.9-million barrel capacity; 20 U.S. terminal locations. 


1981 1980 1979 1978 1977 

TRG Drilling—Number of rigs*............ 101 83 53 41 37 
Booker Drilling— Number ofrigs.........-. 25 23 21 19 18 
Drilling Mud—Number of warehouses .... . . 33 40 34 32 27 
HOMCO-—Service locations*.............. 45 41 35 33 24 
Rent-It— Number of sales locations. ......... 32 28 20 17 17 
Equipment inventory (S$ millions).........-.- $38.1 $35.1 $28.0 $22.4 $16.9 
ST Services—Storage capacity (millions of Bbls) . 4.9 4.0 pay! 1.9 1.6 
Number. of terminals. ...... 22... ..005++. 20 18 13 11 10 


*All data are shown on a pooled basis except TRG rigs and HOMCO locations. 


Industry Data 
(Index 1977=100) 


Number of Rigs 
Available at Year-End 


300 
250 
200 
150 


moi 


100 


1977 1978 1979 1980 1981 1977 1978 1979 1980 1981 


wmecee. Drilling Expenditures 
somes Wells Drilled 


ween. TRG (not pooled) 
+ewenss Total U,S. (onshore and offshore) 


TRG’s 1981 rig utilization rate was at an all-time high, 98.3%, due to the intensified demand in the 
industry. TRG’ utilization rate exceeded the industry average in 1981 and in previous years 
because TRG’ rigs are generally capable of drilling deeper than the industry average and because 
TRG operates only in the most active drilling regions of the United States. The growth in drilling 
expenditures and wells drilled by the industry is evidence of the strong demand for drilling 
services, Real growth in terms of wells drilled averaged 14-15% per year for the 1977-1981 period 
which, combined with price increases, caused total drilling expenditures for the whole industry to 
grow 30% per year. In response to this demand, the industry has roughly doubled the number 

of rigs available since 1977. During this five-year period, TRG has nearly tripled its rig count and is 
now the largest U.S. onshore drilling contractor. 
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Estimated Future Net Revenues (8 millions) United States Canada Libya 
(Unaudited) Proved Developed and Undeveloped Reserves: | 

1982 $ 119.2 $ 2.2 $ 46.6 

176.8 ae 46.6 

158.8 2.1 46.6 

991.1 17.6 573.0 


$1,445.9 $24.0 $712.8 


$ 148.0 $ 2.2 $ 46.6 


164.1 i 46.6 
146.8 oA | 46.6 
831.1 17.6 573.0 
BAU 5 itsstanccos eit stasis: yeas Mee RA ans $1,290.0 $24.0 $712.8 
Present Value of Estimated Future —_($ millions) United States Canada Libya 
Net Revenues (Unaudited) — Proved Developed and Undeveloped Reserves: 
ya) Dee, te | Og) 83 er i $610.2 $10.7 $456.1 
At December 31, 1980... 706.5 17.4 402.7 
At December 31, 1981 784.9 12.6 330.9 
Proved Developed Reserves: 
At Decenther:38; 19795. o5.50565 10252 sie ohare ssticrerd $485.3 $10.4 $456.1 
At December 31, 1980......... Seca AG aeeoe eae 615.6 16.6 402.7 
At December 31,198). ccoecascore seers setae 731.1 12.6 330.9 


The future net revenues and present value of future net revenues in the foregoing tables, 
presented to comply with rules of the Securities and Exchange Commission (SEC), are based on 
estimated future production of oil, gas, natural gas liquids and sulfur from reserves valued at 
current prices less estimated future expenditures at current costs. The present value com- 
putation is based on a 10% interest rate with no deduction for United States or foreign taxes 

on income. Income taxes comprise a substantial portion of future net revenues, particularly 

in Libya. 


Changes in Present Value of Estimated ($ millions) 1981 1980 1979 
Future Net Revenues from Proved Increases: 
Oil and Gas Reserves Additions and revisions net of estimated future 
(Unaudited) development and production costs $ 71.3 $ 60.9 $ 616.6 
Purchases of reserves-in-place...............-0.02005 25.4 111.3 29.6 
Expenditures that reduced estimated future 


development costs 87.0 66.3 48.2 

Total Increases ........... 183.7 238.5 694.4 
Decreases: 
Sales of oil and gas net of production costs .............. 176.6 187.2 142.1 
Sales of reserves-in-place 5:3 Ly 8.3 

TNL ENBCTORSON 5.5 io3os< oe cape cee ans ae wpe eo 181.9 188.9 150.4 
Net increase in present value... 0.56. 5.620.ccctee cess 1.8 49.6 544.0 
Beginning of year present value....................... 1,126.6 1,077.0 533.0 
end of year present value: .i535.0\00s dca iecees osnaa cas $1,128.4 $1,126.6 $1,077.0 


Grace believes that the following factors should be taken into account in reviewing the above 
information: (1) future costs and selling prices will probably differ from those required to be 
used in these calculations; (2) due to future market conditions and governmental regulation, the 
actual rate of production achieved in future years may vary significantly from the rate of 
production assumed in the calculations; (3) selection of a 10% discount rate is arbitrary and 
may not be reasonable as a measure of the relative risk inherent in realizing future net oil 

and gas revenues; and (4) future net revenues from domestic and foreign reserves will be subject 
to income taxation. 
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aa 


Reserve Recognition Accounting 


Summary of Oil and Gas Producing 
Activities on the Basis of Reserve 
Recognition Accounting 
(Unaudited) 


The following information is also presented to comply with SEC rules. Under reserve recognition 
accounting (RRA), changes in assumed valuations of proved reserves are recognized in income 
in the year in which they occur, and costs of exploration, development and production are 
expensed currently, except for significant exploratory drilling and development costs deferred 
pending determination of proved reserves. Both current year income taxes and income taxes 
associated with the change in reserve valuation are charged/credited against RRA income. The 
valuation of reserves is an arbitrary present value calculation based on proved reserves, current 
market prices, current costs, pretax cash flow and a 10% discount factor. Grace does not believe 
that RRA reporting is indicative of the current worth or future performance of its oil and gas 
operations and cautions users against relying on such information. 


(8 millions) 1981 1980 1979 
Additions and Revisions to Estimated Proved Oil and Gas 

Reserves: 
Additions to estimated proved reserves, net of estimated 

future development and production costs ............. $ 32.7 $ 45.0 $ 54.3 
Revisions to estimates of proved reserves added in 

prior years: 

CRANE I DO PHOEBE is oes bes says vs aieatata eae (3.2) (19.9) 435.0 

OEE ee otc ach eeu sa eae Merten sini eee eras (70.9) (71.9) 74.0 
ACCERTION Of GISCOUNE J 5) eee scicce tees a dee woe onince 112.7 107.7 53.3 

Sines ats cig 26 a loasid eleresslc dean sioean wala a's 71.3 60.9 616.6 
Evaluated acquisition, exploration and development costs, 

SIKAURNE IMINMIKMENtS cies aa sian asa cas 30.5 29.6 17.9 
Additions and revisions to proved reserves over 

evaluated costs.......... 40.8 at: 598.7 
Provision for income taxes (17.9) 35.3 430.3 
Results of oil and gas producing activities on the basis of 

reserve recognition accounting....................45 $ 58.7 $ (4.0) $168.4 


*“Other” revisions to estimates include: (1) changes in estimated quantities of proved reserves; (2) changes in 
the estimated timing of producing the proved reserves; and (3) changes in estimated development costs to 
bring proved undeveloped reserves into production. 


The pretax profit contributions reflected in the consolidated financial statements for oil and 
gas producing activities were $77.7, $119.0 and $84.5 for 1981, 1980 and 1979, respectively. 


Aggregate property acquisition costs and costs of uncompleted exploratory wells that have 
been deferred pending determination of proved reserves, together with related amortization, 
follow: 


1981 1980 1979 

Deferred costs ............ a) SS oho $ 32.9 $ 26.3 
Accumulated amortization. . : (7.1) (6.0) (4.5) 
POR DD oes ees cine cis seein ABest aie Ray n.d RE ae aR $ 44.5 $ 26.9 $ 21.8 


Provisions for amortization amounted to $3.7, $2.9 and $2.8 in 1981, 1980 and 1979, respectively. 
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Oil and Gas (Unaudited) 

The 1981, 1980 and 1979 estimated proved oil (including condensate, gas liquids and sulfur) and gas reserves, estimated proyed and 
probable oil equivalent reserves and average daily production are shown below. The changes in reserves during the years described below 
were all in the ordinary course of business and were not otherwise significant. Oil and gas reserves cannot be measured exactly, and the 
following estimates are subject to future revision. 


United States Canada Libya 
1981 1980 1979 1981 1980 1979 1981 1980 1979 
Oil (000 Bbls.) Ta loo, ee 
Proved developed and 
undeveloped reserves: 
HOT eet Se eer eet 56,176 45,753 35,033 72 103 191 25;373:.-27,002-..29;213 
Revisions of previous estimates........ 2,804 8,834 2,415 35 (17) (57) _ oe _ 


Improved TecOvery. «5 6:...66 ines sie wale _ 30 817 = = = as ras = 
Purchases of minerals-in-place . . . . a 


Extensions, discoveries, etc........ 610 841 6,699 _ _— — = — _ 
PROMRCHON asl aics ness baictee sir (4,220) (4,193) (3,886) (14) (14) (31) (873) (1,629) (2,211) 
Sales of minerals-in-place......... (206) (23) (1,176) _ — = _ — 
IP CEMNCE SL orc, Ve cis esse ears cise 56,146 56,176 — 45,753 93 72 103 24,500 25,373 27,002 
Proved developed reserves: 
AMAR V Ec nietairc sai waited cS ete 41,987 37,381 28,201 72 103 104 =. 25,373 27,002 29,213 
DOC Sho aehs.c.0i cos anna mes 44,191 41,987 37,381 93 72 103 24,500 25,373 27,002 
Gas (MMCEF) 
Proved developed and 

undeveloped reserves: 
PAMUSEV IE a ciara ealh siento aie alanis 335,580 297,267 284,021 17,017 15,819 26,345 — _ _ 
Revisions of previous estimates ....... . (1,812) 4,547 14,199 (4,381) 692 (4,689) _ _ _ 
Purchases of minerals-in-place ........ 11,120 36,656 20,574 — a= <2 as = sas 
Extensions, discoveries, etc............ 25,047 37,003 14,385 417 —-1,869 393 _ _ = 
Production ::. .::....0 002 (36,981) (37,247) (32,332) (833) (1,212) (1,164) — — _— 
Sales of minerals-in-place. (151) (2,646) ~— (3,580) (151) (5,066) _ — = 
December Sl irae rc wn ce awa cdeaee 332,803 335,580 297,267 12,220 17,017 15,819 a _ —_ 
Proved developed reserves: 
BAUS EU oye 53 corateaeian< sysins vem hye 291,990 255,552 244,180 16,493 14,946 23,296 = _ _ 
December SL | .o so15 emiceind anes ceasdgees 295,549 291,990 255,552 12,220 16,493 14,946 = —_ — 


Estimated reserve position — proved and 
probable oil and oil equivalent 
barrels at December 31 (000 Bbis.) 
(5.8 MCF gas = 1 Bbl) «0.2.60 eee eee 129,357 123,807 115,864 2,200 3,006 2,836 24,500 25,373 27,002 
Average daily production of oil and oil 
equivalent barrels (000 Bbis).......... 29.1 29.0 25.9 4 


Fis 2: 4.5 6.1 


a 
a 


W.R.Grace & Co. 1981 Annual Report 


A Oil and Gas Producing Areas 
fi = Storage and Transmission Facilities 
OTe Oil Field Services and Equipment 
©) Contract Drilling—Areas of Concentration 
___ Major Geologic Provinces 

ale Workover Rigs—Area of Concentration 
SQ Coal Reserves 
%2 Phosphate Rock Reserves 


Sf --Vermiculite Ore Reserves 


Natural Resources: In oil and natural gas, 
Grace has 1,470 net producing wells and 116 
million barrels of proved oil equivalent 
reserves in the U.S. and Canada. Contract 
drilling operations are concentrated in the 
Rocky Mountains, Oklahoma, Louisiana and 
Arkansas. Oil field services are furnished 
from 36 locations in the U.S. 

In coal, Grace partnerships had, at year- 
end 1981, over 400 million tons of low-sulfur 
reserves in Colorado and eastern states. Phos- 
phate rock reserves in central Florida total 
approximately 450 million tons. The main de- 
posit of vermiculite ore is located in Montana. 


Grace has additional resource-related 
operations in Canada, the North Sea region, 
Libya and Singapore. 
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Consumer 


Retail Group 


Sales 
Selling Space 


$1300 12 


700 6 
500 4 
1977 1978 1979 1980 1981 


er Sales ($ millions) 


Specialty Retailing and Restaurants—A Five-Year Summary 


Specialty Retailing” 


Jewelry and 
Home®) Leisure) Sporting 
Centers Apparel Goods Total 
Sales ($ millions) 
$318 $ 53 $169 $ 540 
409 65 197 671 
602 80 229 911 
687 104 274 1,065 
794 120 294 1,208 
Average Annual Growth Rate 25.7% 22.7% 14.9% 22.3% 
Number of Units— Year-End 
129 28 97 254 
175 31 113 319 
223 42 142 407 
245 58 155 458 
264 75 165 504 
Average Annual Growth Rate 19.6% 27.9% 14.2% 18.7% 


~s~eeos Selling Space (millions of sq. ft.) ‘!” Data are shown as if the acquired businesses were owned by Grace over the entire five-year period. 
Actual acquisition dates for units acquired after January 1, 1977 were as follows: Channel — 
February 1977, Orchard Supply—January 1979, Handy Dan—March 1979 and Cashway—July 


Restaurant Group 


Sales per Employee 
Number of Employees 


1977 1978 1979 1980 1981 


weewwee Sales per Employee ($000) 
~s~ems Number of Employees (000) 
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1980 (Home Centers); Bermans— April 1979 (Leisure Apparel); J. B. Robinson Jewelers — 


September 1979 (Jewelry and Sporting Goods). Data for certain Home Center businesses have not 


been restated prior to 1979. 


units which Grace intends to divest. 


) The information shown for Home Centers and Leisure Apparel excludes data applicable to certain 


Restaurants* 
Coffee Dinner Fast 
Shops houses Food Total 
Sales ($ millions) 
[C4 eee Or SEEN nin ete eRe PENN 5 $ 74 $147 $— $221 
NOTRE oss 101 180 1 282 
I aL rae 139 226 22 387 
TOROS. vo sete 179 298 48 525 
DOS es ratte Popa ie eae sae cRNA 183 363 52 598 
Average Annual Growth Rate 25.4% 25.4% N.D. 28.3% 
Number of Units— Year-End 
115 134 — 249 
148 148 21 317 
190 179 151 520 
219 224 173 616 
229 246 147 622 
Average Annual Growth Rate 18.8% 16.4% N.D. 25.7% 


*Data are shown as if the acquired businesses were owned by Grace over the entire five-year period. 
Actual acquisition dates for units acquired after January 1, 1977 were as follows: jojos—January 
1980 (Coffee Shops); Gilbert/Robinson—November 1978 (Dinnerhouses); Del Taco—start-up in 


October 1977 (Fast Food). 
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North Central 

Home Centers 

Leisure Apparel 

Jewelry & Sporting Goods 
Restaurants 


West North 


57 Home Centers 89 Home Centers 
2 Leisure Apparel 22 Leisure Apparel 


277 Restaurants 134 Jewelry & Sporting Goods 
40 Restaurants 


South Central South 
71 Home Centers 45 Home Centers 
9 Leisure Apparel 86 Restaurants 


4 Jewelry & Sporting Goods 


183 Restaurants 


Locations of Consumer Units—1981 By Region By Type 
336 West 264 Home Centers 
107 North Central 75 Leisure Apparel 
267 South Central 73 Jewelry 
285 North 92 Sporting Goods 
131 South 622 Restaurants 
1,126 1,126 
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Quarterly Summary “) 
Unaudited (dollar amounts in millions except per share) 


First Quarter Second Quarter Third Quarter Fourth Quarter 
Operating Results 1981 1980 1981 1980 1981 1980 1981 1980 
OO eee Saree Mire erie Rona nce $1,486.7 $1,374.5 $1,687.1 $1,553.7 $1,587.7 $1,500.1 $1,759.3 $1,707.4 
Cost of goods sold and operating expenses ...... (944.8) (891.9) (1,083.4) (1,012.5) (1,012.3) (972.5) (1,132.5) (1,100.9) 
Otherexpenses; Nets cs sinc os pes ceeseccraak aes (413.8) (369.7) (457.7) (384.8) (455.7) (410.4) (504.1) (483.6) 
Income before taxes and effect of 
FAS No. 8 and disposal of businesses......... 128.1 112.9 146.0 156.4 119.7 117.2 122.7 122.9 
Incaine takes soi cdine,. Daca cmlowwnaiisivenas ___ (43.0) — 455.6) (51.8) (56.2) (43.1) ___ 2.2) __ (41.1) — 61.2) 
Income before effect of FAS No. 8 
and disposal of businesses .................. 85.1 57.3 94.2 100.2 76.6 65.0 81.6 71.7 
EMPetORENS NOLS eo ci86 ot cadearns eect (1.4) 8.9 4.3 (12.6) (13.9) ht 3.7 (.5) 
Gains (losses) on disposal of businesses... ...... (.6) _ 9 (3.5) 34.4 (3.7) (3.6) (3.1) 
INGUINCOMO Siri aie sie och Boden ola Baehiy $ 83.1 $ 662 $ 99.4 84.1 $ 97.1 $ 69.0 $ 81.7 $ 68.1 
Earnings per share: 
Income before effect of FAS No. 8 
and disposal of businesses................- So AOS 22s Se ORES, 214) $y 16008). 1:37" SoelTioS 1:52. 
Effect Of FAS Nor 82.00... 6 secede wie on can nm (.03) 19 .09 (.27) (.29) 17 .08 (.01) 
Effect of disposal of businesses............... (.01) _ 01 (.08) Ape (.07) (.08) (.07) 
$i 175-8. 141, $2.08 S419 8 2.04 $47 S$ Pas 
Earnings per share assuming full dilution... .... . S U7. 8 «037 -§ 205 § 173. 8. 2005 105 § 168 Ss 141i 
Sales by Line of Business 
Chemical 
SpecialtyAChiemied (oF fo.6 a5 2 sic tae reaseene $ 569.3 $ 514.7 $ 594.9 $ 559.8 $ 557.8 $ 560.3 $ 599.0 $ 618.9 
Agriculttitaly s..ccancnss.c ira eer s este aets ss 169.3 159.1 229.7 236.5 156.7 169.3 165.7 202.3 
NaturaliResourciss <3... 2 hen nea eens 206.3 172.3 233.1 167.1 266.6 186.9 267.1 198.4 
Consumer 
Specialty Retailing... ccs =. sec. oaame 232.8 194,7 316.6 247.9 289.6 251.3 368.6 337.1 
Rasimiranit \. seer cssasc tees aso te 140.9 121.6 150.5 132.5 155.2 136.0 151.5 135.3 
145.0 169.6 142.1 163.3 133.3 153.2 181.8 183.5 
"Toa Operates ons aso Soe oo oncn nasal a 1,463.6 1,332.0 1,666.9 1,507.1 1,559.2 1,457.0 1,733.7 167535 
Divestment Program? ..................--05- 23.1 42.5 20.2 46.6 28.5 43.1 25.6 31.9 
bite | RN ne ree ee 28 $1,486.7 $1,374.5 $1,687.1 $1,553.7 $1,587.7 $1,500.1 $1,759.3 $1,707.4 
Operating Income (Loss) after Taxes by Line of Business 
Chemical 
SHecislty/Chemed sa.~) ovens ohio ae-c aero $ 403 $ 359 $ 434$ 422 $ 426$ 39.7 $ 469$ 43.9 
Agricultural’: 2; 2:..0ie2eass eee sa : 30.0 13.6 17.5 39.1 age) 12.7 $.7 19.8 
Natural Resources........... Boek mee ese 40.0 24.8 37.9 29.8 $5.3. 28.2 45.4 28.4 
Consumer 
Snecialty Retailing -...25)353...f.025 cccesan as (2.8) (1.5) KL 4.9 2.4 4.8 16.4 13.7 
IRPMSUIRIT ein. ei- tees. coarser ies em ween Ai! — a2 (.5) 8 (1.0) (.6) (9.7) 
QUE io5 tire ps ). so cates Pea seieaine ean meee 3.8 4.1 4.7 4.4 1.8 137 6.8 4.5 
Total Operations e.53:.22 ne vance: 111.4 76.9 113.4 119.9 110.4 86.1 120.6 100.6 
Divestment Program? (1.2) (5.6) (.1) (.6) 3.0 (2.4) A (1.9) 
ROMA eign s Serge espe sina ecsaakerg ear saree $110.2 $ 71.3 $1133 $ 119.3 $ 113.4 $ 83.7 $ 1217 $ 987 


() Data for all periods in 1980 and First Quarter 1981 have been restated for poolings of interests, all of which were completed prior to the end of the Second Quarter 1981. 


(2) Represents the sales and operating income (loss) after taxes of units disposed of and units for which provision for loss on future disposal has been recorded. 


(3) Operating Income (Loss) after Taxes is computed before gains (losses) on disposal of businesses, foreign currency translation related to FAS No. 8 and allocation of general 
corporate overhead, general corporate interest and interest on debt of certain domestic subsidiaries. 
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W.R.Grace & Co. 1981 Annual Report 


Key Financial Ratios—Five Years 


Employment 


Earnings Per Common Share 


1977 1978 1979 1980 


Income Statement 
% Pretax, pre-interest income to sales 


% Net income to sales .............. 


Balance Sheet 


% Long term debt to total capital... . 


% Total debt to total capital ... 


Current assets/current liabilities. .... . 


Profitability 


% Operating income to sales........ 


% Return on total capital 


% Return on shareholders’ equity... . . 


Asset Turnover 
Sales/inventories 
Sales/receivables 
Sales/total assets 


Cash Flow 


% Cash flow to total debt........... 
% Dividends to cash flow............ 


Stock Market 


PVOCRBB VIE 2 soho bois ala wiaale icine 


Year-end price/earnings (P/E). . 
Year-end price/book value .. . 


1981 1980 1979 1978 1977 
Be ae 10.4% 10.4% 10.0% 9.4% 9.2% 
andes 5.5 4.7 4.3 3.9 3.6 
ee 34.0 42.4 45.9 46.8 46.4 
Seti 37.6% 35.0% 31.0% 31.5% 34.0% 
Catpan he 42.7 42.4 40.3 41.4 42.3 
Petros 1.6x 1.5x 1.6x 1.8x 1.8x 
Parinteae 7.0% 6.1% 5.5% 5.1% 5.0% 
A 13.9 12.4 10.4 9.2 
Seas 20.0 18.0 16.3 13.9 12.6 
EK 7.7x 71x 6.6x 6.7x 
8.3 8.2 mf 7.5 77 
1.4 1.5 1.5 1.4 1.4 
ene as 40.5% 41.9% 38.6% 35.0% 36.2% 
Seaeeas 18.5 18.0 20.4 20.2 19.5 
Be aly 5.7% 3.9% 5.2% 6.4% 6.5% 
Ree nes 6.0x 9.7x 8.1x 6.5x 8.0x 
ches sais 1. 1.6 1.2 8 9 


Grace employees numbered approximately 88,800 at the end of 1981, compared with 91,900 at 
the end of 1980 and 82,800 at the end of 1979. They were distributed as follows: 


(Rounded to hundreds) 1981 1980 1979 
United States/Canada Chemical..................... 20,500 22,400 21,800 
Natural Resources.............. 6,500 5,200 4,100 

CONRIMER. «occa cine nena eo 44,400 45,800 37,100 

Rie Ses nicer uaraeans sw heiee 1,900 2,000 2,100 

Corporate Headquarters......... 800 800 800 

Rarope. “Chemical 03530656226 ss sekes 8,200 8,300 8,300 

ON oar esate wrciainft-otifaaie care abate 2,000 2,000 1,900 

Latin America, Far East Chemical..................... 3,300 3,300 3,300 
either Areas. LOM: fi pics sewers ces cee 100 100 100 

Total Operations « oo05 60 si65 os as 87,700 89,900 79,500 

Divestment Program*........... 1,100 2,000 3,300 

MOIAP SS oieaterducthiia wich sel ne 88,800 91,900 82,800 


*Represents units for which provision for loss on future disposal has been recorded. 


Total 1981 employment costs, including salaries, wages, benefits and social security taxes, were 
$1.6 billion, compared with $1.5 billion in 1980 and $1.2 billion in 1979. 


Comparative Quarterly Earnings 


The following table provides net income and earnings per share by quarter, as restated, for the 


five-year period 1977-1981: 


Net Income ($ millions) 

First Second Third 
Year Quarter Quarter Quarter 
1977.. $26.6 $50.1 $39.3 
1978.. 37.6 54.9 44.9 
197935) S79 61.8 44.9 
1980.. 66.2 84.1 69.0 
1981.. 83.1 99.4 97.1 


Earnings per Share 
Fourth First Second Third Fourth 
Quarter Quarter Quarter Quarter Quarter 
$34.2 $ .60 $1.13 $ .89 $ 77 
40.0 84 1.24 1.01 .88 
66.6 1.26 1535 .98 1.43 
68.1 1.41 1.79 1.47 1.44 
81.7 1.75 2.08 2.04 1.71 
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Management’s Responsibility for 
Financial Reporting 


ice 153 EAST 53RD STREET 
NEW YORK. NY 10022 


Ouse 212 371-2000 


To the Shareholders and Board of Directors of W.R.Grace & Co. 


In our opinion, the accompanying consolidated balance sheet and the related consolidated 
statements of income, shareholders’ equity and changes in financial position present fairly the 
financial position of W.R.Grace & Co. and subsidiary companies at December 31, 1981 

and 1980, and the results of their operations and the changes in their financial position for each 
of the three years in the period ended December 31, 1981, in conformity with generally 
accepted accounting principles consistently applied. Our examinations of these statements 
were made in accordance with generally accepted auditing standards and accordingly included 
such tests of the accounting records and such other auditing procedures as we considered 


necessary in the circumstances. 


February 3, 1982 


Management is responsible for the preparation as well as the integrity and objectivity of 

Grace's financial statements. The financial statements have been prepared in conformity with 
generally accepted accounting principles and accordingly include amounts which represent the 
best estimates and judgments of management. 


For many years, management has maintained internal systems which include careful selection 
of personnel, segregation of duties, formal business, accounting and reporting policies and 


procedures and an extensive internal audit function to assist it in fulfilling its responsibility for 
financial reporting. While no system can ensure elimination of errors and irregularities, the 

systems have been designed to provide reasonable assurance that assets are safeguarded, policies 

and procedures are followed and transactions are properly executed and reported. These | 


systems are constantly reviewed and modified in response to changing conditions. 


The Audit Committee of the Board of Directors, which is comprised of directors who are 
not officers or employees of Grace, meets with senior financial officers, the internal auditors and 
the independent accountants and reviews audit plans and results as well as management's 
actions taken in discharging its responsibilities for accounting, financial reporting and internal 
control systems. The Committee reports its findings to the Board of Directors and also recom- 
mends the selection and engagement of independent accountants. Management, the internal 
auditors and the independent accountants have direct and confidential access to the Committee. 


The independent accountants are engaged to conduct an examination of and render an opin- 
ion on the financial statements in accordance with generally accepted auditing standards. These 
standards include a review of the systems of internal controls and tests of transactions to the 
extent considered necessary by them to support their opinion. 


W.R.Grace & Co. and Subsidiary Companies 


SS ee  ——— 


Principles of Consolidation 


Inventories 


Properties and Equipment 
and Related Depreciation 


Development Expenses 


Earnings Per Share 


Pension Plans 


Summary of Significant Accounting and Financial Reporting Policies 


The accounting and financial reporting policies of W. R. Grace & Co. and subsidiary companies 
(“Grace”) conform to generally accepted accounting principles and reflect practices common 
in their various businesses. 


The consolidated financial statements include the accounts of W. R. Grace & Co. (“Company”) 
and all majority owned subsidiary companies. Investments in affiliated companies are carried at 
cost adjusted for subsequent changes in equity. 


Inventories are stated at the lower of cost or market. Due to the diversified nature of Grace's 
operations, several methods of determining cost are used, including first-in, first-out, average, 
retail and, for substantially all chemical inventories in the United States, last-in, first-out. 
Market value for raw and packaging materials is based on current costs and, for other inventory 
classifications, on net realizable value. 


Depreciation of properties and equipment, including those operated under capitalized leases, 
is generally computed using the straight line method over the estimated useful lives of assets. 
Grace uses the successful efforts method of accounting for its oil and gas operations. Depletion 
of natural resource properties is determined using the unit-of-production method. Interest 
incurred during the construction period for certain properties and equipment is capitalized 

and amortized, generally on a straight line basis, over the lives of the assets. 


Costs associated with the development of businesses, including promotion, market research, 
preoperating and store preopening expenses, are charged to income as incurred. 


Earnings per share are computed on the basis of the weighted average number of common shares 
outstanding. Earnings per share assuming full dilution are computed based on the assumption 
that convertible debt obligations were converted at the beginning of the period. 


Costs of pension plans are actuarially computed principally using the aggregate cost method 


under which all unfunded prior service costs are amortized over the estimated remaining 
service lives of plan participants. 
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Financial Statements 


Consolidated Statement of Income In Millions (except per share) 


Years Ended December 31, 1981 1980 1979 

SBIRG shay sea Or coesn cee ili canteen eee AP ata nte era act $6,520.8 $6,135.7 $5,326.3 
Dividends, interest and otherincome................. F 59.8 57.9 41.9 
Equity in earnings (losses) of affiliated companies ...... : 5.5 (.7) 1.4 
6,586.1 6,192.9 5,369.6 

Cost of goods sold and operating expenses .............. 4,170.7 3,984.1 3,513.3 
Selling, general and administrative expenses. ............ 1,448.7 1,328.3 1,117.4 
Depreciation, depletion and lease amortization .......... 238.3 204.0 169.5 
NRE PRSEPKTIEN ER ca. cir hash na aly ack oa ao eels 181.3 129.8 107.3 
Research and development expenses ................... 54.7 45.0 42.4 
Net foreign exchange (gains) losses. ..............0.-005 (16.7) (11.2) 33 
Net (gains) losses on disposal of businesses. ............. (38.1) 13.9 (12.8) 
6,038.9 5,693.9 4,942.4 

Uricanive NEE ROSES: «aise ssc created ok mre e bel sisted 547.2 499.0 427.2 
HNO RARE rote ok as ceh sc ta on paris rae ain aaa a tsts 185.9 211.6 196.0 
INetincome rays. bas aren aria wim eareanmnlees . § 3613 $ 287:4 $ 231.2 
RSIS PEL SHARE aici. he a ererrsrwpenrmareravoncanie were Ge FEBS! Ol SFO? 
Earnings per share assuming full dilution............... $ 744 $ 5.94 $ 4.80 


The Summary, page 49, and Notes to Financial Statements, pages 54 to 65, are integral parts of this statement. 
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W.R.Grace & Co. and Subsidiary Companies 


a 


Consolidated Statement of Changes in Financial Position in Millions 


Years Ended December 31, 1981 1980 1979 
Source (Use) of Funds 
NEQIRC ODI: oc pcr sei caie eat ice aac Ray Saar areas $ 361.3 $ 287.4 $ 231.2 
Add (deduct) items not affecting working capital: 
Depreciation, depletion and amortization............. 285.3 232.4 190.0 
Deferred income taxes. ssa ates canoe esac cts. 50.1 49.6 10.9 
Equity in unremitted (earnings) losses of 
AMMAIEd COMPANIES oc .hesic ccioaws cee cer tae sot (25.9) (17.2) 3.0 
Net (gains) losses on disposal of businesses.............. (38.1) 13.9 (12.8) 
Working capital provided by operations............... 632.7 566.1 422.3 
Working capital stems @) 55.4. sores ace sys ss ad seared « (130.2) 37.2 (77.6) 
Book value of properties sold .... 2.0.0.0... 0.0 cece eeuee 25.6 31.1 22.0 
Capital expenditures ciscidaas.cesiaa52acc0 ctecttediaisnaes (656.9) (658.4) (513.8) 
MASI AT CRO TNR aera nt Siske cale an aie SePecieeins c tiie (117.1) (101.8) (87.6) 
Other transactions, net (67.2) (14.0) 18.7 
Total Before Investment and Financing Activity (313.1) (139.8) (216.0) 
Investment Activity 
Proceeds from disposal of businesses................... 102.1 31-5 118.5 


Businesses acquired in purchase transactions (69.9) (58.2) (125.0) 


Increase in investments in and advances 


Ao auniisted COMPSRICS. .nsccc paso Potash oer ncoun (51.4) (25.5) (1.2) 
Other investment transactions, net... .............0.05% (.4) 2A 7A 

‘Total Investinent ACHVity. oo. 5.5.5 siicicinic osigais ames ance (19.6) (50.1) (.6) 
Financing Activity 
Increasé in long term debe os sig sexs seadageacieen ara 346.4 321.4 107.7 
Increase (decrease) in loans payable .................... 5.1 (94.0) 80.1 
Reduction in long term debt . .... 2.0 .....0.0. 00000 cece es (70.4) (92.7) (105.9) 
Conversion of subordinate debentures................ f 8.6 22.8 26.2 

Total Financing Activity ........... Fee akan tm aio ia nis 289.7 i} 108.1 
Decrease in Cash and Marketable Securities............ $ (43.0) $ (32.4) $ (108.5) 


“ Analysis of Working Capital Items 


Notes and accounts receivable. ................-00s000: $ (92.1) $ (10.2) $ (112.0) 
ADNOMOTIOS 55 ayes, oo somos aces be RU re esa Geta FD (111.7) (42.7) (125.5) 
ACCODINS DEVINE jin gin cite esac s talnetrmdenes ah wera dane 20.9 46.1 102.5 
TMCOME tAXeg ooo isis 5s cs ias oie aia eh (14.4) (7.4) 28.2 
OUTRE NOE. itis 9 nats ages Ahh Pe asinre Oren acelaoe a 67.1 51.4 29.2 


$ (130.2) $ 37.2 $ (77.6) 


The Summary, page 49, and Notes to Financial Statements, pages 54 to 65, are integral parts of this statement. 
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Financial Statements 


ne 


Consolidated Balance Sheet /n Millions 


December 31, 1981 1980 


Assets Current Assets 


Casts cn ccicetaies mtv, EIS rei iccag “ae $ 68.9 $ 79.9 
Marketabbemeciratie sien sic ois Shs yet iscjadwe saad lata. orn ad ; 14.4 46.4 
Notes and acgounts receivable, less allowances 
OLSZON MSSOG2GA) i concer awww Fas LSD ETT a 820.6 747.9 
Inventories. .......... eo aesyreen di eh < Sie eer onns ae: 919.5 822.6 
Other currentassets si cnceieiaee tiene aselaihivlts wigs’ Wosnves ete re 49.9 38.5 
Total Grrrent Assets io i.e sia c i ce saws F Shaya pmo ao 1,873.3 17353 
Investments in and advances to affiliated companies ..... .. ve 245.6 144.7 
Energy services equipment and other assets... ...... ihe eee 299.6 254.1 
Properties inOment, HET iyo nc) wieter.2' 2 SRE Aaa satohle ost < 2,528.6 2,170.3 
Goodwi! ortization of $11.5 (1980-$11.8) ..... Ee ae 74.4 83.0 


$5,021.5 $4,387.4 


Liabilities Curren i 


EUNMRUMINEEOMES <3 ccc poe dees se serkadn enact inch $ 186.9 $ 234.8 
Accoun! 531.8 503.3 
Income . 122.0 142.1 
Other cu ae 347.4 265.7 
Tote © vcrent Liabilities ..... . Paria 2 1,188.1 1,145.9 
Long term debt is.2 once i sone wice es ites ire : 1,374.2 1,115.7 
Foreign social law obligations and other 
noncurrent liabilities ............. : ‘ 136.8 113.5 
Deferred income taxes.............55 ae ; : 231.5 178.4 
Equity of minority shareholders... .. . . . reget ene ey ‘ 29.9 26.8 
2,960.5 2,580.3 
Shareholders’ Equity 2,061.0 1,807.1 


$5,021.5 $4,387.4 


The Summary, page 49, and Notes to Financial Statements, pages 54 to 65, are integral parts of this statement. 
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Consolidated Statement of Shareholders’ Equity /n Millions 


W.R.Grace & Co. and Subsidiary Companies 


nnn. 


Years Ended December 31, 1979, 1980 and 1981 


Preferred Common Paid in Retained 
Stocks Stock Capital Earnings Total 
Balance at January 1, 1979, as reported... 22.222. 0 ee $8.9 $45.3 $394.0 $ 967.8 $1,416.0 
Adjustment for businesses combined in poolings of 
antereste transactions in TORI: 252 eww settle wid ane cena ns 3 — 4 (.4) 4.9 4.9 
Balance at January 1, 1979, as restated..........0.... 000.0 cece eee 8.9 45.7 393.6 972.7 1,420.9 
Net income—1979.... 2... 0... ee eee eee ees — = = 231.2 231.2 
DIVIGenGs PAM Sos. cae cals er aeons sac ctMianit meat a _ — — (87.6) (87.6) 
Conversion of subordinate debentures ...........0. 00000 eevee eee _ 9 25.3 _ 26.2 
(Oe mae asta coi er ein, ccc ds HiME lei ie roto dee ete _ a 2.8 2.4 5.3 
Balanreat December sh 1970 oe aascae es biomes ia decease mane 8.9 46.7 421.7 1,118.7 1,596.0 
Net income—1980................0cceeseeeetus _— == — 287.4 287.4 
Dividends paid ..... : Doty Usain ein so alpen eee Pht — - — (101.8) (101.8) 
Conversion of subordinate debentures ©... 0.0.06... c cece ee eee — 8 22.0 —_ 22.8 
MONRO chan ta s0 ce atta sa naturel ons ore aeeheee ails Peels KiniGrsty CTSA M AteSerme ohne OE (.1) — 31 (.3) 2.7 
Balasce at December: 31, 1980 5 sacc5sinte ons acs nin oe asin acon kipoce cindy 8.8 47.5 446.8 1,304.0 1,807.1 
Met ncomic—tOSN rac cares cctenenem esienwn lo een nanan la _ _ — 361.3 361.3 
PVIGBNOS PAIN as oss ss re pee es Seite ven ee eh ieee neue (117.1) (117.1) 
Conversion of subordinate debentures ... 22.0... ccc cess — e. 8.4 — 8.6 
GN ania. 2'5 Since atlas Giotptxta sincs clterene ee aoa niece: «chain nie 4i ttre) Ae letermencye — _— 1.5 (4) 1.1 
Balance at December 31, 1981 ...............0.-.-2002 0200+ eee $8.8 $47.7 $456.7 $1,547.8 $2,061.0 


The Summary, page 49, and Notes to Financial Statements, pages 54 to 65, are integral parts of this statement. 
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Notes to Financial Statements (dollar amounts in millions except per share) 


(The financial statements for 1980 and 1979 have been reclassified, and restated for poolings 
of interests.) 


Note 1—Marketable Securities | Current marketable securities are carried at cost, which was $5.2 less than approximate market 
at December 31, 1981 (1980—cost approximated market). 


Note 2—Notesand —_ Notes and accounts receivable consist of: 


Accounts Receivable 1980 
Trade, less allowances of $18.5 (1980—$19,3) .. A $692.3 
Other, less allowances of $1.6 (1980 —$6.8).........0..:ccceeceeeeeeees i 55.6 
$747.9 
Note 3—Inventories _ Inventories consist of: 1981 1980 
Raw and packaging materials)... 20.000 cce ei ccicdes eve teem ceesa nears $ 199.4 $191.6 
EMRE AN ce cot wa choca elas a ha plare ab ate a al a ates on teeta bes 58.6 61.6 
Finished products. 421.3 325.5 
Geperalsnenshandisess <aycess eke Saheb nasa eesite sees see aiae 380.3 356.7 | 
1,059.6 935.4 


Less: Adjustment of certain inventories to a 
dast-ini: first-otit (LIPO) PASS 205.0% os. cdsicc. phen aisiam odareueeenns 140.1 112.8 


Inventories valued at LIFO cost comprised 27.1% of consolidated inventories before the LIFO 
adjustment at December 31, 1981 and 24.8% at December 31, 1980. 


The inventory amounts used in the computation of cost of goods sold and operating expenses 
were as follows: 


SCA ee AIR UA 55s ie ostarshalatainig einiardl stots anstalaseal rare eetriealclals Se ccajtsoedials aielba Gu 
December 31, 1979... 
December 31, 1980. . 
December 31, 1981... . 


Note 4—Energy Services Equipment —_ Energy services equipment and other assets consist of: 


and Other Assets 1981 1980 
Energy services equipment... . $ 138.0 $ 97.9 
Deferred charges Saisie 78.8 49.6 
Long term receivables, less allowances of $13.7 (1980—$3.4)........ 31.0 31.6 
Noncurrent marketable equity securities. ...................00.0000005 3.8 7.1 
ONE 5.62 ciactstee ratte hae Se eee a ST Stes Cina ae eine aks Oaditaits aie hd 48.0 67.9 


Noncurrent marketable equity securities are carried at cost reduced by a valuation allowance of 
$.5 at December 31, 1981 (cost was $6.4 less than approximate market at December 31, 1980). 


Note 5—Investmentsinand Grace has equity interests ranging from 47.5% to 50% in domestic affiliated companies which are 
Advances to Affiliated Companies _ engaged in the development of coal and phosphate properties and the manufacture of phosphoric 
acid and ammonia, and also owns a 49% interest in an ammonia manufacturing company in 
Trinidad. Upon the completion of the public offering of Omnicare, Inc. in July 1981, Chemed 
retained a 24% interest in this health care products and services company. 


In 1980, Grace and International Minerals & Chemical Corporation (“‘IMC”’) formed a 
partnership to construct facilities to mine certain properties containing phosphate rock reserves. 
Included in dividends, interest and other income for 1980 and 1981 are gains of $16.1 for each year 
on contributions of phosphate rock to the partnership. Under the partnership agreement, 

IMC has two remaining options, which upon exercise, will result in two additional contributions 
of phosphate rock by Grace during the mine development period. Grace anticipates that the 
mine will be operating at full production rates in 1983; each partner will receive 50% of 
subsequent production. 


Note 6—Properties and 
Equipment 


W.R.Grace & Co. and Subsidiary Companies 


A summary of financial information of affiliated companies is set forth below: 


1981 1980 
CRITONPASRETB ac. navn Sie. waiter cecal bins $ 412.9 $ 201.0 
Noncurrentassets oo sssisiascaa ana 989.9 623.8 
Total assets .. . $1,402.8 $ 824.8 
Current liabilities 184.5 117.3 
Noncurrent liabilities 636.6 395.1 
PRDCAN UIBOAEITIOS: 5 fd wolverine § 821.1 512.4 
NGL MARR tE yc om cis lk Oh RRIF Oe $ 581.7 $ 312.4 
Grace's investments and advances........ $ 245.6 $ 144.7 
1981 1980 1979 
NGUESIRE. Sr nacicntea a ee owtay pialian $ 601.1 $ 282.3 $ 265.8 
Netincome (1088) \.)..6 isan eee $ 34.4 $ (.4) $ 7.2 
Grace’s equity in earnings (losses)........ $ 5.5 $ Cy - Ss 1.4 
Dividends received... .....0:0.0e0ee00- $ 2.2 $ ze $ 44 


At December 31, 1981, Grace had guaranteed certain obligations totaling $153.9 (1980—$80.9) 
incurred by affiliated companies, including $90.0 of the borrowings incurred by the Grace/IMC 
partnership. No loss is anticipated under these guarantees, and the guarantees extended in 
connection with the Grace/IMC partnership borrowings will expire upon completion of the mine. 


Transactions arising between Grace and affiliated companies are within the course of ordinary 
business. 


Properties and equipment consist of: 


1981 1980 

Rand ieee ee a htanton Vebs a pomadian veces uae eiloacew ed deat $ 101.0 $ 94.0 
Natural resource properties .................00.05 861.3 709.0 
Business Wess atiuacaea nates woes nets 823.9 750.2 
Machinery, equipment and other .................. 1,923.3 1,646.4 
Projects under construction =< .o..'scicieceeediins beens qos sine 144.0 132.2 
3,853.5 3,331.8 

Accumulated depreciation, depletion and lease amortization. .... (1,324.9) (1,161.5) 


$ 2,528.6 $ 2,170.3 


Capitalized leases relate primarily to restaurant and specialty retailing facilities. The present 
value of lease payments on capitalized leases and the future minimum lease payments on operating 
leases are: 


Capitalized Operating 

Leases Leases 

$ 28.7 $ 83.5 

30.1 77.9 

27.7 69.4 

26.9 64.6 

26.7 58.1 

Later years 393.5 609.6 
Total minimum lease payments .............000 000 c cece eee $33.6 $ 963.1 


ET er ea EPPO eRe heorn Ett Poe CMe ese 
Present value of net minimum lease payments 


Grace's total rental expense for operating leases was $97.0 (1980 —$85.6; 1979—$69.8), including 
$7.2 (1980—$7.8; 1979—$6.9) of contingent rentals. Sublease rental income was not significant in 
these years. 
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Notes to Financial Statements (dollar amounts in millions except per share) 


Note 7—Accounting for The aggregate amount of capitalized costs and related accumulated depreciation, depletion and 
Oil and Gas Producing Operations amortization pertaining to Grace’ oil and gas activities are as follows: 


United States Canada Libya Total 
1979 Proved properties .................- $423.4 $ 4.4 $ 5.4 $433.2 | 
Unproved properties ............... 24.5 re) 8 25.8 | 
Accumulated depreciation, | 
depletion and amortization ....... (134.7) (1.5) (3.9) (140.1) 
$313.2 $34 § 12:3 $318.9 
1980 Proved properties .................. $613.6 $ 4.8 $35 $623.9 | 
Unproved properties ............... 31.3 5 8 32.6 / 
Accumulated depreciation, 
depletion and amortization ....... (172.7) (2.0) (3.9) (178.6) 
$472.2 $35) $ 2.4 $477.9 
1981 Proved properties ...... oes. OK $745.5 $ 54 $ S77 $756.6 
Unproved properties ............... 48.6 3 8 49.7 
Accumulated depreciation, 
depletion and amortization ....... (209.5) (2.0) (4.0) (215.5) 


$584.6 S37 $ 2.5 $590.8 


Costs incurred and net revenues from oil and gas producing activities are as follows: 


United States Canada Libya Total 

Proved property acquisition 
$ 29.6 $ — $ — $ 29.6 
101.2 — — 101.2 
25.4 = _— 25.4 
RE Noe lente piaivlgtsts sunnier ria eke 15.7 1 _ 15.8 
BORO ain earns 18.7 — _ 18.7 
VC) epee Rete eB ircs Bs eis as ore 36.7 aa _ 36.8 

Exploration 

MORIN te asia a Sarngetiotue hate ehoxas ONT 5.5 _ 2 5.7 
POMS tosh hi aise nies aystornat aca 10.4 — 2 10.6 
NIRS ro seieis a ets Sexe aed emic et : 12.5 — 4 12.9 
$5.3 5 _— 55.8 
81.9 2 82.5 
95.6 4 — 96.0 
39.1 2 3.0 42.3 
67.0 me! 3.9 Fl2 
89.6 6 etd 91.9 
$145.2 S38 $372 $149.2 
279.2 Py 4.3 284.2 
259.8 1.1 2.1 263.0 


$ 39.2 $3 $ 2 $ 39.7 
é cid 44.6 
48.7 1 «| 48.9 


Net revenues from oil and gas production 
of proved developed reserves* 

$ 81.5 $. 1.7 $131.7 $214.9 
123.9 25 125.9 252.3 
146.7 1.5 90.6 238.8 


*Amounts shown are net of production costs. 
Unaudited reserve quantity information is on page 42. 
Unaudited Reserve Recognition Accounting information is on page 41. 


Note 8—Long Term Debt 


W.R.Grace & Co. and Subsidiary Companies 


Long term debt consists of: 


Average Years of 
Interest Rate Maturity 1981 1980 
W.R. Grace & Co. 
Commercial paper).......... 13.25 % _— $ 208.0 $ 99.8 
Bank borrowings” ........... 13.6 _— 167.0 = 
Promissory notes . . 8.1 1982-1998 430.3 446.0 
Promissory notes 12.625 1990 100.0 100.0 
Subordinate debentures® ..... 6.5 1982-1996 9.3 14.7 
Subordinate debentures® ..... 4.25 1982-1990 30.1 32.8 
Sundry indebtedness ......... 8.1 1982-2002 60.6 75.5 
Debentures) 25 ise ciniacieanetoaie 5.0 1982-1986 6.6 pe} 
1,011.9 776.1 
Subsidiaries 
Daylin, Inc. 
Secured indebtedness ... . 8.3 1982-2008 39.3 40.2 
Other indebtedness ....... 8.0 1982-1987 6.9 29.7 
Sundry indebtedness ......... 12.2 1982-2008 67.2 29.7 
1,125.3 875.7 
Capitalized lease obligations. . as 202.7 201.8 
PLOGUCHUON RV OAEIY EEO csi. coder vp da bale Seoiolc whee busy dooveserd. ocd. bie 104.6 111.0 
1,432.6 1,188.5 
Amount due within one year ..............0. 0c e cece nese eens (58.4) (72.8) 


$1,374.2 $1,115.7 


“Grace has issued commercial paper in the form of unsecured short term notes. Commercial 
paper and certain bank borrowings are classified as long term debt because of the availability of 
long term financing under the terms of revolving credit agreements, and the Company’s intent to 
refinance these borrowings on a long term basis. 

Convertible into one share of common stock for each $29.625 principal amount. 

Convertible into one share of common stock for each $57.32 principal amount. 

“Secured by real estate properties. 

©) Represents indebtedness, net of unamortized discount amounting to $8.8 at December 31, 1980 
(discount fully amortized at December 31, 1981) issued pursuant to a 1976 Plan of Arrangement 
for Daylin, Inc. under Chapter XI of the Federal Bankruptcy Act, prior to the acquisition of 
Daylin, Inc. by Grace. 

6) Production payments represent financings attributable to natural resources, and are repayable 
from the proceeds from the sale of the production thereof. 


Long term debt payable during each of the four years subsequent to December 31, 1982 is: 
1983—$70.0; 1984—$707; 1985—$72.3; 1986—$69.6. 


The Company has entered into revolving credit agreements totaling $800.0 with various banks 
at interest rates varying from prime to .55% over prime or .50% to 1.00% over the applicable 
Eurodollar rate. At December 31, 1981, there were no outstanding borrowings under these agree- 
ments. The Company has additional credit lines amounting to $56.2, for a total of $856.2 
(1980 —$498.9). Of the $856.2 total lines of credit, $375.0 is reserved in support of commercial 
paper and bank borrowings outstanding as of December 31, 1981, leaving net unused credit lines 
of $481.2. In connection with $821.2 of the Company’ credit lines, commitment fees of .25% to 
.50% per annum are payable on the unused portions. A portion of Grace's cash balances serves to 
compensate banks for credit lines and services. Such balances are generally unrestricted. 


Grace adopted Statement of Financial Accounting Standards No. 34, “Capitalization of 
Interest Cost,” as of January 1, 1980, and interest costs of $19.0 and $14.1 incurred 
in connection with the financing of properties and equipment under construction were 
capitalized in the years ended December 31, 1981 and 1980, respectively. 


a, 


Notes to Financial Statements (dollar amounts in millions except per share) 


Note 9— Shareholders’ Equity Preferred stocks ($100 par value) authorized, issued and outstanding are: 


Shares 
Authorized 
and Issued In Treasury 
(December 31,1981) 
6% Cumulative. ............... 40,000 15,282 
8% Cumulative Class A®......... 50,000 16,533 
8% Noncumulative Class B®... .. . 40,000 10,022 


“ Eighty votes per share. 
(2) Eight votes per share. 


Par Value of 
Shares Outstanding 
1981 1980 1979 
Sze oS 2 Sa 
3.3 3.3 3.4 
3.0 3.0 3.0 
$ 88 $ 88 $ 89 


| 


Dividends paid on the Company’s preferred stocks amounted to $.7 (1980 and 1979—$.7). 


The Company’s Certificate of Incorporation also authorizes 5,000,000 shares of Class C 


preferred stock, without par value, none of which has been issued. 


Authorized common stock of the Company is 75,000,000 shares ($1 par value). Of unissued 
common stock at December 31, 1981, approximately 2,640,000 shares may be issued upon con- 
version of convertible debt obligations, exercise of stock options and granting of stock awards. 


The weighted average number of common shares outstanding was 47,575,000 
(1980 —46,969,000; 1979—45,920,000). Assuming full dilution, the weighted average number of 
shares outstanding would be 48,651,000 (1980 —48,624,000; 1979 —48,625,000). 


At December 31, 1981, $527.2 of retained earnings were free of the restriction on payment of 
cash dividends imposed by terms of the most restrictive of the Company’s loan agreements. 
Retained earnings of $3267 at December 31, 1981 represent undistributed earnings of consoli- 
dated foreign subsidiaries which may be subject to currency, exchange and other restrictions 
imposed by regulatory bodies of the countries in which the subsidiaries operate. 


Note 10—Stock Options Changes in common stock options outstanding are summarized below: 
1981 1980 1979 
Number = Average Number Average Number Average 
of Shares Price _ of Shares Price of Shares Price 
Balance at 
beginningofyear 1,087,114 $ 30.42 980,514 $ 26.48 1,176,177 $ 26.13 
Options granted... .. 647,243 42.67 322,900 39.70 144,450 30.67 
1,734,357 1,303,414 1,320,627 
Options exercised . . (9,199) 20.33 (17,156) 22.21 (27,322) 20.83 
Options terminated 
orcancelled ..... (165,571) 28.66 (199,144) 26.75 (312,791) 2757 
Balance at 
end of year....... 1,559,587 35.75 1,087,114 30.42 980,514 26.48 


At December 31, 1981, options for 390,842 shares (1980 —373,632 shares; 1979—445,831 shares) 
were exercisable and 2,250,678 shares (1980 —304,046 shares; 1979 — 489,617 shares) were available 


for granting additional options and stock awards. 


Under the provisions of certain of the Company’ stock option plans, the optionee may, 
in lieu of exercising an option, request cancellation and receive, at the Company’ election and 
without payment to the Company, cash or shares of common stock having a market value equal 
to the difference between the option price and the market price. Upon such cancellation, the 
shares covered by the option, less the shares issued, if any, become available for future grants. For 
1981, $6.7 was credited to income relating to compensation under the Company’s plans; $15.3 and 


$9.4 were charged against income in 1980 and 1979, respectively. 
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—_—— ——  —— ————————— ————— ———————————— 


Note 11—Business Combinations 


Note 12—Net Gains (Losses) 
on Disposal of Businesses 


Note 13—Income Taxes 


The Company issued 389,773 shares of common stock in 1981, 1,280,094 in 1980 and 2,719,323 
in 1979 as consideration in the acquisition of specialty chemicals, natural resources and specialty 
retailing businesses which, for accounting purposes, have been treated as poolings of interests. 
Consolidated sales and net income in the year of acquisition and for periods prior to combination 
have been restated. Such restatements were not material. 


During 1981, the Company purchased three natural resources businesses for $14.0; and in 1980, 
eight separate businesses in Natural Resources, Chemed, Specialty Retailing and Restaurants 
were acquired for $116.8. In 1979, two businesses in Natural Resources and Restaurants, and 
Daylin, Inc. were purchased for $184.6. Daylin, Inc. is primarily a specialty retailing business 
which was acquired at a cost of $148.0. The results of operations of these acquisitions, which were 
accounted for as purchases, are included in the consolidated financial statements from the dates of 
acquisition. 


Goodwill arises from certain business combinations treated as purchase transactions and is 
amortized using the straight line method over various periods not exceeding forty years. 


Grace sold and provided for losses on disposal of certain businesses and adjusted amounts 
provided in prior years with the resultant gains (losses) included in income as follows: 


1981 1980 1979 

Specialty Chemical/Chemed....................5-5 $ 60. $ — $ (2.0) 
Agricultural Chemital 0 .0i5i.22-s adezastaenteens — 1.6 — 
I MEATG SROMIIUN CS fa ys 2- cA painhalciyareis sae aes So _ _ 26.1 
Specialty Retains. ccc catevcerses ceteris reel f010 (5.4) (.2) (.8) 
Ciera Scie esicsnsns cans cease coer a eames (17.2) (15.3) (10.5) 
Total before taxes: 226). <3 sta wownc ee aaa 38.1 (13.9) 12.8 
Income taxes ..... 3.6 (7.6) 
Total after taxes . $ (10.3) Soi52 


On July 16, 1981, 4.8 million shares of Omnicare, Inc., owned 84% by Daylin, Inc. and 16% by 
Chemed Corporation (both Grace subsidiaries), were offered to the public. Omnicare was or- 
ganized in 198] to operate the health care businesses of Daylin and Chemed. Upon completion of 
the offering, Chemed retained 24% of the outstanding shares of Omnicare and accordingly now 
accounts for its investment on the equity basis. This transaction resulted in an after-tax gain of 
$34.9 million. 


The provision for income taxes consists of: 


1981 1980 1979 
Current: 
$ 29.0 $ 49.8 
12.7 16.5 
126.9 111.9 
Deferred: 
POGetal sss; angeiet caincninvanaaensastaacenaenees 38.6 37.4 18.1 
eile Dee eer ee CRNA Pee TG Tyee 6.9 5.6 (.3) 
$185.9 $211.6 $196.0 
The source of income before taxes is as follows: 
1980 1979 
Domestic $252.7 $241.2 
FOR oe cra ecko co ee ieee en estar ste) ea i 246.3 186.0 
$499.0 $427.2 
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Investment tax credits are applied as a reduction of the current tax provision in the year they arise 


to the extent of statutory limitations and any excess investment tax credits are applied as a 


reduction of the deferred tax provision: 


1981 1980 1979 
Current income tax provision ...................... $ 20.3 $3038 $ 23.6 
Deferred income tax provision _ — 
$ 32.3 $ 23.6 
Deferred income taxes arise from differences in the timing of recognition of revenues and 
expenses for tax purposes and for financial accounting and reporting purposes. The major 
components of the deferred income tax provision are: 
1981 1980 1979 
Federal Foreign Federal Foreign Federal Foreign 
Accelerated methods 
ofdepreciation..........-..... S45 oS UB SPE SSS Seo 6S 4 
Tax benefits on disposition of 
properties and investments 
not currently deductible ..... » CRE3) = (10.7) — (3.2) (1.1) 
Reversal of previously 
provided tax benefits on 
disposition of properties 
and investments currently 
AOOUICTING oS oa Posmiter cp bes Ia 10.2 oa 2.1 — 2 — 
Intangible drilling and 
development costs ............ 24.8 (.7) 17.4 — 8.2 — 
Excess investment tax credits... . . (29.9) — _ _ — 
Other timing differences, net ..... 3.3 (.2) (.2) 7 | (8.1) (1.6) 
$ 386 $. 69 $ 374 $ 56 $ 181 $ (3) 
The effective tax rate reconciles to the statutory Federal tax rate as follows: 
1981 1980 1979 
Statutory Federaltax rate). . 0... 005 6 eas 46.0% 46.0% 46.0% 
Increase (decrease) in tax rate resulting from: 
Foreign taxes in excess of Federal tax rate ........ 1.6 3.9 6.2 
State and local income taxes (net of 
Peterahtax Memento 5: oo seawisreacas neat aan 1.8 F 2.1 
Net capital gains and losses.................... (1.8) (.3) (1.6) 
Percentage depletion on natural resource 
PIDCRTIOS fcr cites ta ees reese ts aap (1.3) (1.5) (1.4) 
Ivestment CAs CICONS ss as.cs cnn Poss Dave eee (9.2) (6.5) (5.6) 
Favorable resolution of international oil tax issue . . (1.8) _ _ 
AE ra oreaeras xa etter Fx non Sate Tee Lena (1.3) _ (6) a: 
ROCHA RAS DSI fe 5os.c's 5555 FEO Saeed Reece 34.0% 42.4% 45.9% 


The Internal Revenue Service has completed examinations of consolidated Federal income tax 
returns of the Company and its domestic subsidiaries through 1976. Additional foreign and 
United States taxes might become payable if undistributed earnings of foreign subsidiaries were 
to be paid as dividends, but such taxes, if any, have not been fully provided since a substantial 


portion of such earnings has been or will be reinvested for an indefinite period of ti 


me. 


Note 14—Pension, Profit Sharing 
and Related Plans 


W.R.Grace & Co. and Subsidiary Companies 


Grace has pension plans covering employees of certain operating units who meet age and 
service requirements. The total domestic and foreign expenses for such pension plans are as 
follows: 


1981 1980 1979 
eo CRS opal an SAE Oa a ae can tener near $ 269 $ 23.3 $ 22.4 
ORIAN 115 coemin eset nace am leone es resp ceed sia ee 10.6 10.6 8.7 


$375. $.339  $ 31:1 


Grace funds its pension plans based on a percentage of payroll expense or cost per hour of 
service, as determined by independent actuaries. Such contributions are equal to amounts 
charged for pension expense. 


A comparison of accumulated plan benefits and net assets available for benefits for Grace’s 
domestic pension plans is presented below: 


December 31, 1981 1980 

Actuarial present value of accumulated plan benefits: 
MeCN A eee settee sia eeu, ias hse aA aha weantlaivine Sra Tete 4 $215.4 $182.3 
LOA a haere dite 8 Seana Seon OE eISAE ae 16.6 15.5 
Wotalaccumulated benehts soy cescqec een. vcemos wave eerehs ees x $232.0 $197.8 
Net assets available for plan benefits.......................000 Bary $311.6 $282.4 


Domestic pension plan benefit improvements resulted in cost increases of approximately 
$.2 in 1981 over 1980 and $.2 in 1980 over 1979. Changes in actuarial assumptions decreased cost 
by $.2 in 1981 and $1.1 in 1980. The weighted average assumed rate of return used by the actuaries 
in determining the actuarial present value of accumulated plan benefits was 6.4% in 1981 and 1980. 


The assets of pension funds exceeded the actuarially computed value of vested benefits for 
Grace's foreign pension plans. 


Grace also sponsors profit sharing, savings and investment and related plans. The total 
expense for these plans is as follows: 


1981 1980 1979 
WAOMIORN Esc rcs emt alld Fa EMER ERR Ewa Em $:-10:9.- $. 9:4) $793 
IPAGRDY cc deer foo alets Sica aiearo hoes texters es Sarin Ores eee 5 1 1 
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Note 15— Information on Effects 
of Changing Prices (Unaudited) 
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As required by Statement of Financial Accounting Standards No. 33, “Financial Reporting and 
Changing Prices,’ Grace is providing supplementary information concerning the impact of 
inflation on its businesses. The following supplemental statements of income present data under 
the three measurement methods: as reported in the primary financial statements on the historic 
cost basis of accounting, adjusted for general inflation (constant dollar) and adjusted for changes 
in specific prices (current cost). 


The constant dollar method adjusts traditional historic cost results for changes in the pur- 
chasing power of the dollar as measured by the United States Consumer Price Index for all Urban 
Consumers (“*CPI-U"’). Under the current cost method, results are restated for changes in specific 
prices applicable to the company’s businesses. Only inventories, properties and equipment, cost 
of sales and depreciation, depletion and lease amortization expenses are required to be adjusted 
for the effects of general inflation and specific price changes. Other items of revenue and expenses 
are assumed to have occurred proportionately throughout the year in relation to changing prices 
and, as such, are considered to be stated in average 1981 dollars. For purposes of comparability, 
the adjusted amounts for 1980 and 1979 under both methods have been converted to average 1981 
dollars as measured by the movement in the CPI-U. 


Statement of Income Adjusted for General Inflation (Constant Dollars) 


As Reported in the 
Primary Statements Restated in 1981 Dollars 


1981 1981 1980 1979 

Salesandiother income... 0.002. 205+40s0.0e $6,586.1 $6,586.1 $6,844.8 $6,755.3 
Cost of goods sold and operating expenses. . . 4,170.7 4,197.4 4,431.3 4,490.3 
Selling, general and administrative expenses ...... 1,448.7 1,448.7 1,468.1 1,405.8 
Depreciation, depletion and lease amortization. . . 238.3 339.4 330.8 284.3 
TRIOLESUERDENGE sore 7Ge cae Gece ae pain ease De 181.3 181.3 143.5 135.0 
Research and development expenses............. 54.7 54.7 49.7 53:3 
Net foreign exchange (gains) losses. .............. (16.7) (16.7) (12.4) 6.7 
Net (gains) losses on disposal of businesses ....... (38.1) (38.1) 15.4 (16.1) 
6,038.9 6,166.7 6,426.4 6,359.3 

Income Delores ta KGS 6s sis easels eh wise cen coe 547.2 419.4 418.4 396.0 
Frenne taRes GF cs seis ne tenga sapien ee tee 185.9 185.9 233.9 246.6 
Net income as reported and as adjusted . . ; $ 361.3 $ 233.5 $ 184.5 $ 149.4 
Pen ana ne hare ta str eens ht hs Aico oe Slat eh te Se $ 7.58 $ 4.89 $ 3.91 $ 3.24 
Shareholders’ equity at year-end ................ $2,061.0 $2,980.0 $2,859.7 $2,733.4 
C5 UL SE ai eR rears mS es dees $ 43.21 $ 62.48 $ 60.27 $ 58.57 


W.R.Grace & Co. and Subsidiary Companies 


Statement of Income Adjusted for Changes in Specific Prices (Current Cost) 


Restated in 1981 Dollars 


1981 1980 1979 


$6,586.1 $6,844.8 $6,755.3 


4,169.6 4,423.8 4,474.2 
1,448.7 1,468.1 1,405.8 
385.9 356.2 349.0 
181.3 143.5 135.0 
54.7 49.7 53:3 
(16.7) (12.4) 6.7 
(38.1) 15.4 (16.1) 


6,185.4 6,444.3 6,407.9 


400.7 400.5 347.4 
185.9 233.9 246.6 


$ 2148 $ 166.6 $ 100.8 


3 450 3 3.53.3 218 


$3,377.4 $3,167.6 $3,255.6 


As Reported in the 

Primary Statements 

1981 

Sales and oflier WicOmMe 65 eiccacs cence oeecicctuns $6,586.1 
Cost of goods sold and operating expenses. ........ 4,170.7 
Selling, general and administrative expenses. .... . . 1,448.7 
Depreciation, depletion and lease amortization... . 238.3 
[nterest CxHGHSO: 25.5 eso sscecnaecaweraeseomenes 181.3 
Research and development expenses.............. 54.7 
Net foreign exchange (gains) losses................ (16.7) 
Net (gains) losses on disposal of businesses ........ (38.1) 
6,038.9 

Income DEnoretaxes: 22254 adencissccpesarerncees 547.2 
INCOME TARPS slocen sir eectanbise a eSusat, 185.9 
Net income as reported and as adjusted ........... $ 361.3 
PRCSHAID Sora son iar imkae sa cece eRe ‘Swiss. 
Shareholders’ equity at year-end.................. $2,061.0 
Periatta nee sone iarctcc sie cece sain cin dece openssl ovis $ 43.21 


$ 70.81 $ 66.76 $ 69.76 


Gain from decline in purchasing power of net 
AAO PINE Saat ee ayaa esate a acta singe 
PS SEAN eS cata fis we Nin a oma ca he ear co 
Increase in general price level of inventories and 
properties and equipment held during the year* 
($8.41 per share; 1980—$10.16 per share; 
1979—$11.33 per share)........... beeen 
Increase in specific prices ($8.67 per share; 
1980—$4.21 per share; 1979—$1.40 per share) . . . 
Excess of increase (decrease) in general price level 
over increase in specific prices ($.26 per share; 
1980—$5.95 per share; 1979—$9,93 per share). . . 


$ 150.0 $ 157.8 $ 138.5 
$2 3:14 -$° 13:33: 3 2.97 


$ 400.3 $ 477.5 $ 520.2 


412.8 197.9 64.2 


$ (12.5) $ 279.6 $ 456.0 


*At December 31, 1981, current cost of inventories was $1,065.0 million and current cost of properties and equipment, net 
of accumulated depreciation was $3,830.0 million. The current cost of properties and equipment includes unprocessed 


natural resources, 


The adjustment of inventories and properties and equipment to 1981 constant dollars resulted 

in increases in cost of goods sold of $267 million and depreciation, depletion and lease amortiza- 
tion of $101.1 million. Net income, when adjusted for changes in specific prices (current costs), 
decreased $146.5 million from net income of $361.3 million reported in the primary statements to 
$214.8 million on a restated basis. This reduction is attributable to the restatement of asset 

values, particularly Grace's holdings in natural resources, reflecting the increase in the cost to 
acquire such assets at current prices. In addition, the portion of depreciation, depletion and lease 
amortization related to the revaluation of assets is charged to net income. The sum of these 
adjustments results in the restatement of shareholders’ equity —the investment base. 
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During periods of inflation, monetary liabilities such as borrowed funds diminish in cost 

because they are liquidated with cash having less purchasing power than at the time the liabilities 
were incurred. Grace has unrealized gains of $150.0 million in 1981 ($157.8 million and $138.5 
million in 1980 and 1979, respectively) from declines in purchasing power due to its net monetary 
liability position. As required, these gains have not been included in the determination of adjusted 
net income under either the constant dollar or current cost method. Additionally the holding 

gain reflecting the increase in asset values of inventories and property and equipment is shown 
separately and has not been included in adjusted net income. 


It should be recognized that the measurements applied in these restatements represent only 
approximations, and the techniques and measurement bases may undergo changes over time. The 
restated information also makes no allowance for the customary relationship between cost in- 
creases and changes in selling prices. Over the years, Grace's major lines of business have contin- 
ued to demonstrate an ability to maintain profit margins and, competitive conditions permitting, 
Grace sees no reason why these businesses will not be able to continue to modify selling prices 
to maintain margins and profitability. Finally, we believe the use of financial information adjusted 
for general inflation in the United States can result in distortions when analyzing a company such 
as Grace that has significant operations located in foreign countries with rates of inflation and 
relative currency values different from the United States. 


The five-year comparison of selected financial data which follows is shown to depict trends. 
The 1981 data is as reported, all other data in this table have been restated in terms of average 1981 
dollars based on the Consumer Price Index. 


Years Ended December 31, 1981 1980 1979 1978 1977 


Sales and other income... ......:.2..050s0000+ $6,586 $6,845 $6,755 $6,339 $6,332 
Cash dividends declared per common share. ... . $ 2.45 $ 2.40 $ 2.48 $ 2.59 $ 2.66 
Market price per common share at year-end. ... . $45.75 $65.21 $50.95 $36.23 $40.50 
Average Consumer Price Index (1967=100)...... 273 247 217 195 182 


An important hedge against inflation over the long term is represented by the mineral resource 
assets of Grace. Neither traditional nor inflation-adjusted methods of measuring financial 
results can adequately portray the value of unique, non-reproducible mineral resource assets. 
However, the 1981, 1980 and 1979 estimated proved and probable mineral reserves, minerals 
produced and average market prices are shown as follows in accordance with the standards set 
forth in Statement of Financial Accounting Standards No. 39, “*Financial Reporting and Chang- 
ing Prices: Specialized Assets— Mining and Oil and Gas.” 


Consolidated Companies Affiliated Companies'” 


December 31, 1981 1980 1979 1981 1980 1979 


Proved and probable reserves 
(tons in thousands) 


298,738 302,730 25,933 12,996 — 
_ — 208,929°160,751 119,399 
55,580 55,904 _ — — 


4,350 3,639 — = = 
_ _— 3,492 2,016 1,041 
324 323 _ _ — 

Average market price per ton 
Phosphate rock .............. . $23.01 $ 22.21 $ 19.90 $ — $ — $ _ 
Cialis hs Puta, a cbastaesst aoe $ — $ — $ — $ 28.05 $21.09 $ 16.67 
VERMRICHINE: sh,2055 Kosei aense $ 85.00 $72.00 $6400 $ —$ —$ — 


“Grace's share of the mineral reserves of 47'2% to 50% owned affiliated companies. 

Includes 51,670,000 tons purchased during 1981. Underground reserves of 37 million tons (1980-37 million tons; 1979- 
50 million tons) are excluded for cost amortization purposes because no costs have been incurred for the development of an 
underground mine. 
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Note 16—Industry and The following table sets forth industry and geographic segment information in accordance 

Geographic Segments with the reporting requirements of FAS No. 14. The format of this table differs from the 
unaudited tables on pages 31 and 33, in that operating profit herein is presented before taxes and 
after gains (losses) on disposal of businesses and foreign currency translation related to FAS No. 8. 
In addition, sales and pretax operating profits (losses) of units disposed of and units for which 
provision for loss on future disposal has been recorded are included herein in the applicable 
industry segments rather than being shown separately. 

Grace's investment in and equity in the results of operations of affiliated companies, income 

applicable to minority shareholders, intersegment sales and transfers among geographic areas are 
not significant. 


Natural 
Industry Segment Information Chemical Resources Consumer Other Total 
Specialty 
Specialty Chemed Agricultural Retailing Restaurant 
Ne ts ay Rote Sober euseiniotae 1979 $1,684 $322 $682 $ 514 $ 891 $320 $913 $5,326 
1980 1,896 363 801 725 1,086 525 740 36,136 
1981 1,945 380 721 973 1,253 598 651 6,521 
Pretax Operating Profit (Loss)... . . 1979 $ 244 $ 41 $ 49 $ 183 $ 42 $ 6 $24 $ 589 
1980 257 43 126 227 53 (15) 3 694 
1981 325 52 54 302 44 6 20 803 
Identifiable Assets” .............. 1979 $1,004 $161 $476 el $ 479 $248 $396 $3,481 
1980 1,097 200 491 1,106 576 391 318 4,179 
1981 1,133 205 588 1,583 650 416 224 = =4,799 
Capital Expenditures”... ......... 1979 $ 108 $ 11 $ 18 $ 165 $ 67 Sis" 8. 9= S13 
1980 134 10 aT 321 64 90 10 656 
1981 127 11 42 339 45 66 7 637 
Depreciation, Depletion and 
Lease Amortization®............. 1979 $ 48 $3 $ 28 $ 51 $14 $13 $11 $ 168 
1980 53 4 28 63 19 26 9 202 
1981 63 4 28 78 22 33 7 235 
Geographic Segment Information United States Canada Europe Other Total 
SAM ocephay tan sean aie aiasata 1979 $3,749 $ 84 $1,140 $353 $5,326 
1980 4,566 102 1,077 391 6,136 
1981 5,132 119 896 374 6,521 
Pretax Operating Profit” ........... 1979 $ 336 $ 42 $ 102 $109 $ 589 
1980 422 19 130 123 694 
1981 605 19 89 90 803 
Identifiable Assets”. ............... 1979 $2,624 $51 S551 $255 $3,481 
1980 3,339 58 542 240 4,179 
1981 3,907 75 547 270 4,799 
Total pretax operating profit reconciles to income before taxes as follows: 
1981 1980 1979 
Pretax operating profit .................. $803 $694 $589 
General corporate overhead*............. (75) (65) (55) 
DIMORCRE CXDOINGE ee cfeassliisiy'eie's.9.isnicug ia (181) (130) (107) 
Incomt before taxes ..6<:s% is ececakeesics $547 $499 $427 


*General corporate overhead includes other items such as dividend and interest income and miscellaneous items not properly allocable to industry segments. 


© The difference between these amounts and the corresponding amounts in the consolidated financial statements represents general corporate items. 
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Management’s Discussion and Analysis of Results of Operations and Financial Condition 


Grace's financial statements are expressed in U.S. dollars and reflect the worldwide operations of 
the Grace businesses conducted in many currencies. 


Results of Operations Sales for 1981 reached a record level of $6.5 billion, up 6% from $6.1 billion for 1980, as restated 
1981 vs. 1980 for poolings of interests. Natural resources made the largest contribution to the 1981 sales increase 

with an increment of $248 million, which represented an increase of 34% above 1980. Continued 
strength in energy services, including contract drilling, was the major factor causing this substan- 
tial increase. Sales of specialty chemicals (including Chemed Corporation) increased by 3%. 
Increases in the Company’s major domestic specialty chemical operations were somewhat offset 
by declines in sales of European operations caused by the strength of the U.S. dollar in 1981 and, 
toa lesser extent, the reduction in sales resulting from the public offering of Omnicare in July 1981. 
Agricultural chemical sales declined by 6%, primarily due to weak prices and reduced demand for 
converted phosphate fertilizers. The 17% increase in sales of specialty retailing operations re- 
flected another year of advancement for Grace’s home centers, which have reached a higher level of 
maturity. Improved results from El Torito and Gilbert/Robinson dinnerhouses were the major 
contributors to the 14% increase in sales of restaurant operations. 


Cost of goods sold and operating expenses increased 5%, or 1% less than the rate of sales growth. 
The resulting increase in gross margin reflected numerous factors, including improved results 
from Del Taco Mexican fast food restaurants (losses incurred in 1981 by certain Del Taco units 
designated to be closed or sold were charged against a reserve established in 1980) and reduced 
sales of cocoa products (due principally to lower prices for cocoa beans and the strength of the 
US. dollar in Europe in 1981) which carry lower margins than other Grace businesses. Gross profit 
also improved as a result of the disposal of several low margin businesses and an increased con- 
tribution to total sales by natural resources operations which generate comparatively higher 
margins. These positive trends were somewhat offset by the unfavorable impact of reduced mar 
gins in Grace’s agricultural chemical business. 


Equity in earnings of affiliated companies in 1981 versus losses in 1980 reflected the profit- 
ability of Grace’s interests in various coal properties and the equity in the earnings of Omnicare. 


Although consolidated sales were higher, the reduced contributions from agricultural 
chemical and cocoa products operations, which carry a low rate of selling, general and admin- 
istrative expenses to sales, were the primary reasons for the 9% increase in selling, general and 
administrative expenses when compared with the 6% increment in sales. 


Interest expense increased 40% as a result of a higher level of debt and higher interest rates. 


The $5.5 million increase in net foreign exchange gains was reflective of the strength of the U.S. 
dollar versus major European currencies. Net foreign exchange gains amounted to $167 million 
in 1981 and $11.2 million in 1980; however, cost of goods sold and operating expenses were 
unfavorably effected by FAS No. 8 adjustments of $36.4 million for 1981 and $7.4 million for 1980. 
Grace will adopt the recently issued FAS No. 52, “Foreign Currency Translation,” prospectively 
in 1982. 


Net gains on disposal of businesses were $38.1 million in 1981 versus net losses of $13.9 million 
in 1980. The most significant divestment in 1981 was the public offering of Omnicare, which 
resulted in a pretax gain of $48.5 million. For additional information regarding disposal of 
businesses, refer to Note 12 of Notes to Financial Statements. 


Income taxes declined despite an increase in income before taxes. The primary reasons for this 
decline were increased utilization of investment tax credits, capital gains rates applicable to a 
substantial portion of the net gains on disposal of businesses and a favorable tax adjustment in 
1981 relating to international oil operations. 


1980 vs. 1979 Sales of $6.1 billion were achieved in 1980, an increase of 15% over 1979 sales of $5.3 billion. 
Excluding sales of units which were divested or planned to be divested, the rate of growth was 21%. 
All lines of business contributed to the sales increase, with significant increases in agricultural 
chemical, natural resources, specialty retailing and restaurant operations. Agricultural chemical 
sales increased 19% primarily as a result of higher selling prices for nitrogen and phosphate 
fertilizers, strong overseas demand and higher world market prices for converted phosphate prod- 
ucts. Sales of natural resources operations increased by 41% in 1980 largely due to higher realized 
prices for oil and natural gas, increased domestic production rates, a greater number of contract 
drilling rigs in operation and expansion of other energy services. Higher sales of specialty 
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retailing operations reflect increased volume attributable largely to the increased number of stores 
in operation. Restaurant sales increased 64% and reflected the acquisition of jojos Restaurants, Inc. 


Cost of goods sold and operating expenses increased 13%, which was lower than the rate of 
growth in sales, reflecting the effects of increased sales from natural resources operations which 
operate at higher margins, improved margins in the agricultural chemical business and disposal 
of several lower margin businesses. The increase of 19% in selling, general and administrative 
expenses over 1979 resulted primarily from the growth in sales and the costs associated with the 
expansion of specialty retailing and restaurant operations. 


Dividends, interest and other income increased 38% primarily due to the inclusion in 1980 
ofa $16.1 million gain arising from the first of four annual Grace contributions of certain 
phosphate rock reserves to the joint venture mining operation, as more fully described in Note 5 of 
Notes to Financial Statements. 


Depreciation, depletion and lease amortization increased 20% over 1979, reflecting higher levels 
of capital expenditures for expansion. 


Interest expense of $129.8 million increased 21% over 1979; the increase was attributable to 
higher average borrowings and higher interest rates, partially offset by the effect of the prospective 
adoption in 1980 of FAS No. 34, ‘Capitalization of Interest Cost.” 


Net foreign exchange gains in 1980 amounted to $11.2 million compared to $5.3 million of net 
foreign exchange losses in 1979. These gains and losses were partially offset, however, by trans- 
lation effects related to FAS No. 8, which resulted in a $7.4 million increase and a $3.1 million 
decrease in cost of goods sold and operating expenses in 1980 and 1979, respectively. 


Net losses on disposal of businesses in 1980 were $13.9 million, versus gains of $12.8 million in 
1979, An analysis of these gains and losses appears in Note 12 of Notes to Financial Statements. 


The increase in income taxes in 1980 was principally due to a higher level of earnings. This was 
partially offset by a lower effective tax rate resulting primarily from the gain on Grace’s con- 
tribution of phosphate rock reserves to a joint venture mining operation and an increased amount 
of investment tax credits. 


As shown in the Consolidated Statement of Changes in Financial Position, net funds required for 
capital expenditures, cash dividends and other operating transactions exceeded net funds pro- 
vided by operations by $313.1 million in 1981, $139.8 million in 1980 and $216.0 million in 1979. 
The principal reason for these deficits was the high level of capital expenditures during these years 
which provide additional capacity for future growth. Additionally, the net effects of disposal 

of businesses, businesses acquired in purchase transactions and other investment transactions 
required the use of $19.6 million, $50.1 million and $.6 million of funds in 1981, 1980 and 1979, 
respectively. The combined deficits in cash and marketable securities from operations and 
investment activity were financed by net increases in both long term and short term borrowings. 
The 1981 increase in long term debt consisted primarily of commercial paper and bank borrow- 
ings under credit facilities which were taken down in lieu of borrowings under revolving credit 
agreements. 


The Company continues to be in a strong financial position. Long term debt as a percent of total 
capital was 37.6% in 1981. Although this is higher than the 35.0% level in 1980, it is within the 
Company’s planned range for the long term debt to equity position. The Company had unused 
lines of credit of $856.2 million at December 31, 1981, including $800.0 million under revolving 
credit agreements with major banks. Of the $856.2 million total lines of credit, $375.0 million is 
reserved in support of commercial paper and bank borrowings outstanding as of December 31, 
1981, leaving net unused credit lines of $481.2 million. The terms of the Company’s senior debt 
loan agreements allow for substantial additional borrowing capacity. 


Capital expenditures are expected to exceed $700 million for 1982. Grace anticipates that its 
operations will not generate sufficient funds to provide for such capital expenditures and its 
working capital needs. Any remaining deficit could be financed by borrowings under existing 
bank credit agreements or by the issuance of commercial paper. Alternatively, if financial market 
conditions improve, the Company would expect to engage in public or private financings. The 
March 1982 transaction with Chemed will favorably impact Grace’s financial position. 


Information on the effects of changing prices prepared in accordance with the guidelines of 
the Financial Accounting Standards Board, illustrating the effects of both general inflation and 
changes in specific costs, is presented in Note 15 of Notes to Financial Statements. 
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Sales Financial Summary-1971-1981" (dollar amounts in millions except per share) 
($ millions) $i 
$6,135.7 

Earnings Statistics 
$4,201.5 964963 Sales $6,520.8 


Other income 65.3 

Cost of goods sold and operating expenses 4,170.7 

Interest expense 181.3 

Net gains (losses) on disposal of businesses 38.1 

Depreciation, depletion and lease amortization 238.3 

Income before taxes 547.2 

1977 1978 +1979 19801981 Income taxes 185.9 
Effective tax rate 34.0% 

Net Income Net income 361.3 


($ millions) 


Financial Position 


Cash and marketable securities $ 83.3 
Notes and accounts receivable 820.6 
Inventories 919.5 
Total current liabilities 1,188.1 


Working capital 
Properties and equipment—net 2,528.6 
Total assets 5,021.5 
1977 1978 1979 1980 1981 Long term debt 1,374.2 

Shareholders’ equity—common stock 2,052.2 

Shareholders’ Equity 

Per Common Share $43.02 

$34.01 S390 Data per Common Share 
$30.91 Earnings per common share $ 


$28.57 


Earnings per share assuming full dilution 


Weighted average number of shares (thousands) used in computing: 
Earnings per share 47,575 


Earnings per share assuming full dilution 48,651 
Cash dividend per common share paid by the Company 
Shareholders’ equity per common share 


1977 1978 1979 1980 1981 


Other Statistics 
Total Capital Including Working capital provided by operations $ 632.7 
Long Term Debt Cash dividends on common stock paid by the Company 116.3 
($ millions) $3,435.2 Capital expenditures 656.9 
$2,922.8 Current ratio 1.6:1 
Debt ratio (including capitalized leases) 39.8% 
Debt ratio (excluding capitalized leases) 36.2% 
Common shareholders of record 43,120 
Employees 88,800 


*Data for the years 1977 through 1980 have been reclassified, and restated to include businesses combined in poolings of 
interests transactions in accordance with a policy of restatement of data for the four immediately preceding years. 


1977 1978 1979 1980 1981 


Total Capital Including Long Term Debt 
Long Term Debt 
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1980 1979 1978 1977 1976 1975 1974 1973 1972 1971 
$6,135.7  — $5,326.3 $4,496.3 — $4,201.5 $3,794.3 $3,721.6 $3,601.5 $2,889.8 $2,397.6  $2,105.0 
S72 43.3 31.5 19.7 18.0 21.3 25.9 25.7 19.6 19.7 
3,984.1 3,513.3) 3,022.0 2,873.6 2,623.7 2,538.3 2500-7 2,046.0 1,694.9 1,506.7 
129.8 107.3 84.2 79.8 Ey; 83.0 78.8 58.4 42.7 42.8 
. (13.9) 12.8 8.0 (17.2) 8 26.4 (17.3) (4.4) — _ 
204.0 169.5 161.5 144.3 126.5 105.6 88.6 73.0 64.2 60.3 
499.0 427.2 333.7 280.3 261.4 324.6 255.7 161.9 112.9 85.5 
211.6 196.0 156.3 130.1 124.6 147.1 131.0 77.3 49.8 43.4 
42.4% 45.9% 46.8% 46.4% 47.7% 45.3% 51.2% 47.7% 44.1% 50.8% 
287.4 231.2 177.4 150.2 136.8 177.5 124.7 78.4 66.3 35.9 
$ 126.3 $ 158.7 $ 267.2 $ 194.4 $ 2468 $ 111.3 $ 168.2 $ 139.0 $ 144.0 $ 105.9 
747.9 741.5 636.5 570.5 517.7 497.5 521.8 438.1 384.1 341.5 
822.6 776.2 eae) 640.9 611.5 576.4 667.1 493.2 419.4 382.8 
| 1,145.9 1,082.1 905.5 819.1 767.3 737.9 860.6 628.3 522.1 432.0 
589.4 628.7 738.4 615.8 627.2 584.9 532.0 467.1 446.8 418.0 
2,170.3 1,696.6 1732513 1,226.0 1,139.8 1,069.7 959.9 770.7 664.8 608.9 
4,387.4 3,758.0 3,315.8 3,027.2 2,906.8 2,693.3 2,631.6 2,115.0 1,808.9 1,644.5 
1,115.7 839.8 775.8 760.0 791.8 683.9 721.5 633.6 520.1 526.7 
1,798.3 1,587.1 1,412.0 1,264.1 1,181.7 1,101.7 858.7 766.0 730.0 671.3 
$ 6.11 $ 5.02 $3597 $3399 $ 3:12 $ 463 $ 3.51 Sees $ 202 $1.19 
5.94 4.80 3.72 3.18 2.93 4.25 3.23 2.21 1.90 1.19 
46,969 45,920 44,466 44,078 43,588 38,182 35,364 32,788 32,450 29,819 
48,624 48,662 48,556 48,155 42,811 40,029 37,455 37,130 31,466 
1.975 1.85 L225 1.70 1.625 1.525 1.50 1.50 1.50 
34.01 30.91 28.57 27.10 26.04 24.13 23.16 22.69 22.49 
566.1 $ 422.3 $ 357.4 $ 341.9 $ 282.7 $ 295.8 $ 259.8 $ 186.6 $ 139.8 $ 121.8 
101.1 85.4 71.4 65.9 60.9 50.7 45.4 41.9 38.3 34.9 
658.4 513.8 312.6 278.5 234.4 308.7 302.7 174.3 135.3 98.1 
rt 1.6:1 1.8:1 1.8:1 1.8:1 1.8:1 1.6:1 1.8:1 1.9:1 2.0:1 
37.9% 34.3% 35.2% 37.2% 39.9% 38.1% 45.4% 45.0% _ _ 
33.6% 30.1% 32.3% 34.3% 37.3% 35.1% 42.6% 42.5% 41.3% 43.6% 
44,629 47,640 48,500 59,028 59,143 56,357 52,071 49,423 47,644 
91,900 82,800 69,000 69,100 64,000 65,300 79,100 75,700 73,900 66,900 
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Cash Dividend Paid Per Share 
of Common Stock 


$2.45 


1977 1978 1979 1980 


Cash Dividends on Common Stock 
($ millions) 


$116.4 


1977 1978 1979 1980 


High 

Close NYSE Stock Price Range 
Low 

— Book Value 


~~~ Earnings Per Share (Trailing 12 months) 
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Cash Dividends 

W.R. Grace & Co. has paid 177 consecutive cash dividends on its common stock since 1934 and 
intends to continue paying dividends in the future. Total dividends paid on commen stock 
amounted to $116.4 million in 1981, $101.1 million in 1980 and $86.9 million in 1979, increases of 
$15.3 million, or 15.1% in 198) and $14.2 million, or 16.3% in 1980. 


Dividends on common stock are mailed so that shareholders receive checks on or about the 
tenth day of March, June, September and December. If carried on our official shareholder register 
on the record date, shareholders are entitled to receive the dividend for the respective quarter. To 
be entitled to a dividend, a stockholder must purchase stock prior to the ex-dividend date. The 
ex-dividend date is normally four business days prior to the record date. 


Shown below are common stock dividends paid during the years 1981, 1980 and 1979, and the 
anticipated record and ex-dividend dates for 1982: 


Amount Paid Per Share 1982 
1981 1980 1979 Record Date Ex-Dividend Date 
First Quarter ..... .. $ 575 $ .5125 $ .475 February 4 January 29 
Second Quarter...... 575 5125 475 May 6 April 30 
Third Quarter ....... 65 575 5425 August 5 July 30 
Fourth Quarter ...... -65 575 .5125 November 4 October 29 


$2.45  $2.175 $1.975 


Common Stock Price Data—1979/1980/1981 
Principal Market: New York Stock Exchange 
Trading Symbol: GRA 

NYSE Specialist: Adler, Coleman & Co. 


Common Stock Prices - Composite Trading 


High Low Close 
1979 
First Quarter ......0........000. veces ee. $29,125 $25.625 $28.625 
Second Quarter... 0... ee ‘ .. 29.625 27.00 29.00 
Third Quarter Gotha Dane Reag das gn 40.75 28.00 39.75 
Fourth Quarter .......... Skat, Dintthnetes anes . 41.25 34.25 40.50 
1980 
First Quarter ............... igen a omiacaic $43.625 $32.625 $34.375 
Second Quarter. ................ beaaoeeers, BOs 33.25 38.875 
Third Quarter 0.0.00... ; : 52.00 38.25 47.00 
Fourth Quarter ........... pelt heg Rade gidegit . 63.50 47.25 59.00 
1981 
First Quarter .......... ng $59.625 $46.00 $51.00 
Second Quarter . Rua g 54.875 43.625 45.125 
Third Quarter .......0........ ineidareeianee DIROO 38.50 39.50 
Fourth Quarter ................. nek hos .. 46.50 39.25 45.75 
Stock Price/ Earnings Per 1981 Stock Market Data 


Book Value Common Share 


$60 $7 Closing Price: $4554 
: Price Range: High-$59% Low-$38'% 
50 2 Year-end P/E Ratio: 6.0 
Year-end Yield: 5.7% 
6 Volume: 10,586,300 shares (Composite) 


= 9,506,900 shares (NYSE) 
% Composite Volume of Shares Outstanding: 22.2% 


20 4 Block Trade Volume (NYSE): 5,097,100 shares 
Z ty 1 v4 % Block Volume of NYSE Volume: 53.6% 
0 0 Average Daily Trading: 41,843 shares 
1977 1978 197919801981 Value of Average Daily Trading: $1,758,503 
wt 
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Dividend Reinvestment and 
Common Stock Purchase Plan 


How To Transfer Stock 


How To Eliminate 
Duplicate Mailings 


Shareholder Inquiries 
Special Toll-Free Number 


Facts About Grace Shareholders 


Domestic Shareholders of Record by Region 


North 
51% 


North Central 
1% 


West 


17% 


South Central 


9% 


The Dividend Reinvestment and Common Stock Purchase Plan is a service available to all 
common shareholders of record. As of December 1981, there were 11,695 shareholders of record 
participating in the Plan versus 11,390 at the end of 1980. During 1981, Grace shareholders 
reinvested dividends and made supplementary cash payments totaling $3.0 million, which were 
used to purchase 64,553 shares of Grace stock. The Company absorbs all brokerage commis- 
sions and service fees for participants. The Dividend Reinvestment and Common Stock Pur- 
chase Plan is administered by Citibank, N.A. 

In addition to reinvesting dividends, participants may make optional cash payments to 
purchase Grace common stock from $10 to $5,000 per quarter. Cash payments will be invested 
on the tenth business day of each month so long as sufficient funds have been received from 
shareholders to permit an economical] purchase of shares. Since the bank does not pay interest 
on unused funds, it is recommended that cash payments be sent so they are received by 
Citibank as near as possible but prior to the tenth business day of the month. During 1981], 
Grace’s shareholders made supplementary cash payments amounting to $.8 million. 


Stock transfer is the procedure by which changes in the ownership of stock are officially 
registered on the Company’s shareholder records and evidenced by the issuance of a new stock 
certificate. This procedure is required most frequently when shares are purchased and sold, 
transactions which usually require the services of a stockbroker. The need to transfer stock also 
arises when a shareholder wishes to register certificates in a different name, or to co-register 
shares with another individual. 

To transfer stock, endorse the stock certificates as registered and have your signature 
guaranteed by a stockbroker or a bank official authorized to guarantee signatures. Send the 
certificates by registered or certified mail, return receipt requested, to the Transfer Agent, 
along with a letter of instructions. The Transfer Agent is Marine Midland Bank, N.A., 
Corporate Trust Operations, 140 Broadway, 12th Floor, New York, NY. 10015. 


Shareholders of record automatically receive Quarterly and Annual Reports and other cor 
porate correspondence. In some cases, stock may be registered in a single name and also in the 
names of spouses, children or others who reside with you. If the elimination of duplicate 
mailings is desired, simply write ‘‘delete corporate mailings” on the postage-paid shareholder 
address stub of your dividend check and return it to Grace or write the Shareholder Records 
Department at W. R. Grace & Co., [114 Avenue of the Americas, New York, NY. 10036, 
enclosing mailing labels or otherwise specifying which registered shareholder accounts should 
be deleted from the Annual and Quarterly Report mailing lists. Each individual registered 
shareholder will continue to receive proxy statements. Quarterly dividend checks will also be 
received unless the shareholder is participating in the Dividend Reinvestment and Common 
Stock Purchase Plan. 


Inquiries concerning the above or other matters of shareholder interest may be directed to 
Company headquarters by calling toll-free: (800) 223-7900. Residents of Alaska, Hawaii and 
New York may call the Investor and Shareholder Relations Department collect: (212) 764-5555. 


A Shareholder Survey was conducted in [98t to gain further insight into the composition of 
our shareholder family. This information assists Grace in its continuous effort to meet 

the informational needs of our shareholders. Shown below are some key findings with the 
percentage response distribution: 


Percent of Total 


Type of Shareholder Account Marital Status 


MANE: fs. par tee aaa nate dines Goeeanaler toed 33% Single 23 Meer enedne aad ... 12% 
Femaletsi.:sa ye ahaa dios chbee 32 Married oc i3 cere liag avna cane eee 72 
Joint Ownership..................... 21 OUMER ert a ticesn ata salads plore liste 16 
institutions. .c25 5 ces ed donee eee e 14 Annual Household Income 

Shares Owned By Category Under $25,000... 27% 
Individuals..........0..2.00.0...0.0.. 66% $25,000-$34,999 200, 21 
Banks/Insurance Companies.......... 28 $35,000-$49,999 . 22 
Corporations ....................0... 5 $50,000-$99,999 00. 22 
Mutual Funds ................ ere 1 $100,000 and above,................. 8 
Age Group—Ind¢ividuals Years as a Grace Shareholder 

Winder 34. pis cage ous cetul Cuaatead t or less 

35-44.000.0000. DS ee eees 

45-54 000... (<5 [8 eee a 

B52 04 wn ast teenie a elt am te H=20.. 5 cose ee ok 

65 and over 21 years or longer 


Sources: 1981 Shareholder Survey, WR. Grace & Co. Shareholder Daia Base 
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Corporate Information 
World Headquarters Grace Plaza Dividend Reinvestment Agent Citibank, N.A. 
1114 Avenue of the Americas Sort 5710 
New York, New York 10036 New York, New York 10043 
Telephone: (212) 764-5555 (212) 558-7055 
Annual Meeting The annual meeting of shareholders Trademarks Names italicized in the textof this 
of W.R.Grace & Co. report are trademarks or service- 
will be held at 10:30 a.m. marks of W.R.Grace & Co. or its 
on Monday, May 10, 1982 subsidiaries, or, in some cases, 
at The Plaza indicate Grace operating units. 
Fifth Avenue at 59th Street ~ 
New York, New York 10019 SEC Reports TheAnnual Reporton Form 10-K 
and the Quarterly Reports on 
Incorporation W.R. Grace & Co. was Form 10-Q filed by the Company 
incorporated in 1899 under with the Securities and Exchange 
the laws of the State of Commission are available to any 
Connecticut. The Company Grace shareholder upon request. 
sae cy — Write: James G. Stier, Director of 
r Investor and Shareholder Relations, 
Independent Accountants —_ Price Waterhouse W.R. Grace & Co., Grace Plaza, 
153 East 53rd Street 1114 Avenue of the Americas, 
New York, New York 10022 New York, New York 10036 
(212) 371-2000 
Investor Information 
Securities Stock Exchanges Transfer Agent Registrar 
Common Stock Listings: Geneva Marine Midland Bank, N.A. Marine Midland Bank, N.A. 
New York Hamburg Corporate Trust Operations Corporate Trust Operations 
Midwest Lausanne 140 Broadway, 12th Floor 140 Broadway, 12th Floor 
Amsterdam London New York, New York 10015 New York, New York 10015 
Basel Paris (212) 440-1000 
Frankfurt Ziirich 
Trading Privileges: 
Boston Pacific 
Cincinnati Philadelphia 


Put and Call Options American Stock Exchange 


Preferred Stocks Over-the-Counter 


Marine Midland Bank, N.A. 
Corporate Trust Operations 
140 Broadway, 12th Floor 
New York, New York 10015 


Chemical Bank 

Corporate Trust Department 
55 Water Street 

New York, New York 10041 


Debentures / Notes Trustees Conversion Prices 
4%% Convertible New York Stock Exchange Chemical Bank $57.32 
Subordinate Debentures Corporate Trust Department 
Due 1990 55 Water Street 

New York, New York 10041 

(212) 820-6572 
62% Convertible New York Stock Exchange The Chase Manhattan Bank, N.A. $29,625 


Subordinate Debentures 


Corporate Trust Administration 


Due 1996 1 New York Plaza 

New York, New York 10081 

(212) 676-4075 
12%% Notes New York Stock Exchange Bankers Trust Company Not Convertible 
Due 1990 Corporate Trust Administration 
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One Bankers Trust Plaza 
New York, New York 10006 
(212) 775-3596 
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Robert H. Anderson, Retail 
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Robert M. Coquillette, General Corporate 
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Senior Vice Presidents 
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Charles E. Brookes, Environmental Policy 
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Vice Presidents—Operations 

Samuel J. Cerny, Grace Petroleum 
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Thomas R. Fowler, Mining 

James R. Gregath, TRG Drilling 
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Roger V. Rowe, Cocoa Products 
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Rodney M. Vining, Construction Products 
John F Williams, Homco 
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Francis D. Flanagan, Washington Office 

Kenneth G. Gilkey, Financial Planning and Analysis 

O, Benjamin Hander, General Development 

Robert E. Herlihy, Computer Technology and Operations 
Klaus G. Scheye, Management Services 

Brian J. Smith, Controller 

Leonard V. Triggiani, Research and Development 


Grace Industrial Chemicals, Inc.—Division Presidents 
Joseph B. Finders, European Chemicals 

Jean-Louis Gréze, European Darex 

Fred Lempereur, European Technical Products 


W.R. Grace & Co. 

Grace Plaza 

1114 Avenue of the Americas 
New York, N.Y. 10036 
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